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DEPOSITED BY THE 
UNITEO STATES OF AMERICA 


SUPERLINER PASSENGER VESSELS 


TUESDAY, MAY 13, 1958 


Unrrep Srares SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SuBCcOMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met at 10:45 a. m., pursuant to notice, in room 
G-16, United States Capitol, Hon. Warren G. Magnuson (chairman 
of the committee) oat 

The Cuarmman. The committee will come to order. 

This hearing is on S. 3519, which has been somewhat superseded, 
legislativewise, by H. R. 11451, which is a bill to authorize the con- 
struction and sale by the Federal Maritime Board of a superliner 
vessel equivalent to the steamship U/nited States, and a superliner pas- 
senger vessel for operation in the Pacific Ocean. 

The Senate bill was introduced by myself and the Senator from 
Maryland, and the House bill has been reported out of committee and 

assed in the House by an overwhelming vote about 10 days ago. The 
‘hair would like to make a brief statement before we hear the witness. 

The bills before us today for consideration involve matters of na- 
tional policy vitally affecting the adequacy and the prestige of the 
American shipping industry, as well as the troop-carrying potential 
of our Nation in the event of war or national emergency. 

Witnesses are here from the 2 shipping lines directely interested 
to tell of the need for the 2 superliners authorized by the bills, and to 
make clear the desire of their respective companies to face up to their 
contract commitments with the Government by providing new passen- 
ger tonnage for replacement of the steamship America and to take care 
of increasing passenger traffic in the Pacific. Their reason for asking 
passage of the proposed special legislation is that, based on their finan- 
cial studies, they believe their companies are unable to bear the full 
financial burden required under presently existing statutes for con- 
struction of new tonnage in United : States shipyards. 

The United States Government witnesses will present the official 
views of the Department of Defense and of the Department of Com- 
merce, which is represented by the Chairman of the Maritime Board, 
Mr. Morse. In addition, we will have short statements from several 
ational groups interested in this whole matter. 

As for the bills themselves, they are identical in their provisions 
except in one particular. The bill as passed by the House on April 29, 
1958, provides the same sales price of $34 million for the superliner 
to be sold to the American President Lines, but includes additional 


Nore.—Staff members assigned to this hearing, August J. Bourbon and Albert B. 
Luckey, Jr. 
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language to require payment by the company of 45 percent of the 
domestic construction cost—excluding national defense features and 
escalation—if that is greater. This was done, of course, because of 
the absence of any firm bid as yet in the case of the Pacific superliner. 

Also, I believe it quite pertinent at this point to include in the rec- 
ord the declaration of policy in title I of the Merchant Marine Act, 
1936, together with those provisions of section 212 of that act which 
authorize and direct the Federal Maritime authorities to study all 
— arising in the carrying out of the policy set forth in title I, 
and— 


to cooperate with vessel owners in devising means by which * * * there may be 
constructed by or with the aid of the United States express-liner or superliner 
vessels comparable with those of other nations, especially with a view to their use 
in national emergency. 


It seems to me that the language I have just quoted from the 1936 
act could not be more on point if it had been written with the two bills 
before us at present. 

Here I would like to place in the record the two bills being consid- 
ered, together with the reports of the executive departments most 
directly concerned with this legislation. 

(The bills follow :) 


{S. 3519, 85th Cong., 2d sess.] 


A BILL To authorize the construction and sale by the Federal Maritime Board of a super- 
liner passenger vessel equivalent to the steamship United States, and a superliner pas- 
senger vessel for operation in the Pacific Ocean, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Conyiess assembled, That it is necessary, in order to carry out 
the merchant marine policy declared in the Merchant Marine Act, 1936, as 
amended, to have (a) a superliner passenger vessel equivalent to the steamship 
United States, to replace the steamship America for operation on an essential 
trade route in the North Atlantic, and (b) a superliner passenger vessel with 
eapacity of approximately one thousand four hundred passengers for operation 
on an essential trade route in the Pacific Ocean. Nothing herein shall pre- 
clude the operation of either of these vessels in other areas, subject to the ap- 
proval of the Federal Maritime Board. There is hereby authorized to be appro- 
priated to the Department of Commerce such sums as may be necessary, to 
remain available until expended, for the construction, outfitting, and equipping 
of such vessels. 

Seo. 2. Concurrently with entering into contracts with shipbuilders for the 
construction of said vessels, the Board is authorized to enter into contracts for 
the sale of the vessels, fully outfitted and equipped, upon their completion, (a) 
with respect to the superliner passenger vessel equivalent to the steamship 
United States, to the United States Lines Company, for the fixed price of 
$47,000,000, and (b) with respect to the superliner passenger vessel for opera- 
tion in the Pacific Ocean, to the American President Lines, Limited, for the fixed 
price of $34,000,000. The sales prices stated herein shall include the cost of 
stabilizers, all outfit and equipment not covered by the shipbuilders’ bids, cus- 
tomary architects’ and interior decorators’ fees for design, inspection during 
construction, and all escalation provided for in the shipbuilders’ bids: Provided, 
however, That such prices shall be increased in an amount equal to 45 per centum 
of any net change in the cost of the vessels (other than national defense features) 
arising out of any changes in the bid specifications approved by the Federal Mari- 
time Board or any changes in the usual outfitting and equipping of the vessels 
if such changes are requested by the purchasers and approved by the Federal 
Maritime Board after the enactment hereof. Terms and conditions of payment 
of the purchase price shall be as provided for in sections 502 (c) and 503 of 
the Merchant Marine Act, 1936, as amended. In order that such construction 
of the superliner passenger vessel equivalent to the steamship United States may 
be accomplished promptly, the Federal Maritime Board, in its discretion, may 
have such a vessel constructed, without further bidding, under outstanding bids 
which have hitherto been made by United States shipbuilders on a similar vessel. 
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Sec. 3. Except as otherwise provided in this Act, the construction and sale 
of the superliner passenger vessels authorized by this Act shall be in accordance 
with the provisions of the Merchant Marine Act, 1936, as amended. 

Seo. 4. For the purposes of this Act the words “construction differential sub- 
sidy” used in the Merchant Marine Act, 1936, as amended, shall mean the dif: 
ference between the sales price paid by the purchaser hereunder and the cost 
of the vessel (less national defense features) including the cost of stabilizers, 
all outfit and equipment not covered by the shipbuilders’ bids, customary archi- 
tects’ and interior decorators’ fees for design, inspection during construction, 
and all escalation provided for in the shipbuilders’ bids. 

Sec. 5. Any contract for an operating differential subsidy on the operation of 
a vessel constructed and sold under this Act shall be subject to the provisions 
of title VI of the Merchant Marine Act, 1936, as amended: Provided, however, 
That such contract shall provide that, if at the end of any recapture period, 
the net profits on the operation of such vessel for such recapture period, computed 
without regard to profits or losses on other vessels operated by the contractor 
exceed 10 per centum per annum on a cumulative basis upon the contractor’s 
capital) necessarily employed in the operation of such vessel, as determined by 
the Federal Maritme Board, the contractor shall account to the United States 
for an amount equal to 75 per centum of such excess profits. 


(H. R. 11451, 85th Cong., 2d sess.] 


AN ACT To authorize the construction and sale by the Federal Maritime Board of a super- 
liner passenger vessel equivalent to the steamship United States, and a superliner pas- 
senger vessel for operation in the Pacific Ocean, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That it is necessary, in order to carry out the 
merchant marine policy declared in the Merchant Marine Act, 1936, as amended, 
to have (a) a superliner passenger vessel equivalent to the steamship United 
States, to replace the steamship America for operation on an essential trade 
route in the North Atlantic, and (b) a superliner passenger vessel with capacity 
of approximately one thousand four hundred passengers for operation on an es- 
sential trade route in the Pacific Ocean. Nothing herein shall preclude the oper- 
ation of either of these vessels in other areas, subject to the approval of the 
Federal Martime Board. There is hereby authorized to be appropriated to the 
Department of Commerce such sums as may be necessary, to remain available 
until expended, for the construction, outfitting, and equipping of such vessels. 

Sec. 2. Concurrently with entering into contracts with shipbuilders for the 
construction of said vessels, the Board is authorized to enter into contracts for 
the sale of the vessels, fully outfitted and equipped, upon their completion, (a) 
with respect to the superliner passenger vessel equivalent to the steamship United 
States, to the United States Lines Company, for the fixed price of $47,000,000, and 
(b) with respect to the superliner passenger vessel for operation in the Pacific 
Ocean, to the American President Lines, Limited, for the fixed price of $34,000,- 
000, or 45 per centum of the domestic construction cost of the vessel fully out- 
fitted and equipped (excluding national defense features and escalation) 
whichever is the greater. The sales prices stated herein shall include the cost of 
stabilizers, all outfit and equipment not covered by the shipbuilders’ bids, cus- 
tomary architects’ and interior decorators’ fees for design, inspection during 
construction, and all escalation provided for in the shipbuilders’ bids: Provided, 
however, That such prices shall be increased in an amount equal to 45 per centum 
of any net change in the cost of the vessels (other than national defense features) 
arising out of any changes in the bid specifications approved by the Federal 
Maritime Board or any changes in the usual outfitting and equipping of the ves- 
sels if such changes are requested by the purchasers and approved by the 
Federal Maritime Board after the enactment hereof. Terms and conditions of 
payment of the purchase price shall be as provided for in sections 502 (c) and 
503 of the Merchant Marine Act, 1936, as amended. In order that such construc- 
tion of the superliner passenger vessel equivalent to the steamship United States 
may be accomplished promptly, the Federal Maritime Board, in its discretion, 
may have such a vessel constructed, without further bidding, under outstanding 
bids which have hitherto been made by United States shipbuilders on a similar 
vessel. 
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See. 3. Except as otherwise provided in this Act, the construction and sale of 
the superliner passenger vessels authorized by this Act shall be in accordance 
with the provisions of the Merchant Marine Act, 1986, as amended. 

Sec. 4. For the purposes of this Act the words “construction differential sub- 
sidy” used in the Merchant Marine Act, 1936, as amended, shall mean the dif- 
ference between the sales price paid by the purchaser hereunder and the cost of 
the vessel (less national defense features) including the cost of stabilizers, all 
outfit and equipment not covered by the shipbuilders’ bids, customary architects’ 
and interior decorators’ fees for design, inspection during construction, and all 
escalation provided for in the shipbuilders’ bids. 

Sec. 5. Any contract for an operating differential subsidy on the operation 
of a vessel constructed and sold under this Act shall be subject to the provisions 
of title VI of the Merchant Marine Act, 1936, as amended: Provided, however, 
That such contract shall provide that, if at the end of any recapture period, the 
net profits on the operation of such vessel for such recapture period, computed, 
without regard to profits or losses on other vessels operated by the contractor, 
exceed 10 per centum per annum on a cumulative basis upon the contractor’s 
capital necessarily employed in the operation of such vessel, as determined 
by the Federal Maritime Board, the contractor shall account to the United 
States for an amount equal to 75 per centum of such excess profits. 

Passed the House of Representatives April 29, 1958. 

Attest: 

Rapu R. Roserts, Clerk. 


The Cuarrman. I have a number of letters from various organiza- 
tions to be put in the record at this point: The United States Senators 
from California and from Ponhayl yania, the Governor of Pennsyl- 
vania, the San Francisco Chamber of Commerce, the Philippine 
Tourist Travel Agency, the Pacific Area Travel Agency, the president 
of the American Society of Travel Agencies, the Sailors’ Union of the 
Pacific, and several other union groups in the Pacific, the Los Angeles 
Chamber of Commerce, the port of Philadelphia, the Honolulu Cham- 
ber of Commerce, and other groups, urging enactment of this 
legislation. 

(The documents referred to follow :) 


DEPARTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Washington, D. C., May 13, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D.C. 


My Dear Mr. CHAIRMAN: Your request for comment on S. 3519 and H. R. 11451, 
similar bills, to authorize the construction and sale by the Federal Maritime 
Board of a superliner passenger vessel equivalent to the steamship United States, 
and a superliner passenger vessel for operation in the Pacific Ocean, and for 
other purposes, has been referred to this Department by the Secretary of Defense 
for the preparation of a report thereon expressing the views of the Department 
of Defense. 

These bills would authorize the construction and sale by the Federal Maritime 
Board of a superliner passenger vessel equivalent to the steamship United States 
and a superliner passenger vessel for operation in the Pacific Ocean. The Board 
would be authorized to sell the first vessel to the United States Lines and to sell 
the second vessel to the American President Lines under pricing arrangements 
set out in the bills. 

The early construction of these two ships would constitute an important and 
necessary step forward in the replacement of obsolescent passenger vessels and 
would contribute significantly to the orderly upgrading of quality in our overall 
national trooplift potential. Both ships would be most suitable for speedy and 
economical conversion into naval or military auxiliaries. They would make 
important contributions to improving our national defense posture. 

The financial and contractual details of subject bills fall outside the purview 
of the Department of Defense. While deferring to the Federal Maritime Board 
and the Department of Commerce in regard to such business aspects, the Depart- 
ment of the Navy on behalf of the Department of Defense fully endorses the 
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enactment of legislation which will authorize the prompt construction of these 
two modern passenger ships. 

This report has been coordinated within the Department of Defense in accord- 
ance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the Budget 
that there. is no objection to the submission of this report on §S, 3519 and 
H. R. 11451 to the Congress. 

For the Secretary of the Navy. 

Sincerely yours, 
E. C. STEPHAN, 
Rear Admiral, United States Navy, 
Chief of Legislative Liaison. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington, D. C., May 14, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committtee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 

Dear SENATOR MAGNUSON: This is in reply to your letters of March 20 and 
May 1, 1958, requesting the comments of this agency concerning S. 3519 and 
H. R. 11451, respectively, bills to authorize the construction and sale by the 
Federal Maritime Board of a superliner passenger vessel equivalent to the steam- 
ship United States, and a superliner passenger vessel for operation in the Pacific 
Ocean, and for other purposes. 

Because the availability of modern and efficient superliner passenger vessels 
would be of some benefit to the national defense we are in accord with the 
objectives of the bills. However, on the provisions relating to the procedures 
for construction and sale of the proposed vessels we must defer to the views 
of the Department of Commerce. 

The Bureau of the Budget advises that it has no objection to the submission 
of this report. 

Sincerely yours, 
GorRpoN GRAY, Director. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., April 15, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


Deas Mr. CHAIRMAN: Further reference is made to your letter of March 20, 
1958, acknowledged on March 21, requesting the comments of the General Ac- 
counting Office concerning 8. 3519, 85th Congress, 2d session, entitled “A bill to 
authorize the construction and sale by the Federal Maritime Board of a super- 
liner passenger vessel equivalent to the steamship United States, and a super- 
liner passenger vessel for operation in the Pacific Ocean, and for other purposes.” 

The proposed bill would authorize the Federal Maritime Board to concur- 
rently contract for the construction and sale of the vessels in accordance with 
the provisions of the Merchant Marine Act, 1936, as amended, except as other- 
wise provided in the bill. The vessel equivalent to the steamship United States 
would be sold to the United States Lines Company for the fixed price of $47 
million, and the vessel for operation in the Pacific Ocean, to the American 
President Lines, Limited, for the fixed price of $34 million. These prices are 
for vessels fully outfitted and equipped and include certain specified items, such 
as stabilizers; however, the prices may be increased in an amount equal to 45 
percent of the cost of certain changes requested by the purchasers and approved 
by the Federal Maritime Board. The Board may accept, in its discretion, an 
outstanding bid from a United States shipbuilder for the construction of the 
vessel equivalent to the steamship United States. The difference between the 
construction cost of each vessel, excluding national defense features, and the 
sales price paid by the purchaser would be “construction-differential subsidy” 
for the purposes of the 1936 act. However, for the purpose of recapture under 
any contract for operating-differential subsidy on the véssels, the net profits for 
a recapture period, computed without regard to profits or losses on other vessels, 


25739—58——_2 
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shall inure to the United States to the extent of 75 percent of net profits in 
excess of 10 percent per annum on a cumulative basis upon the contractor’s capi- 
tal necessarily employed in the operation of such vessel, as determined by the 
Federal Maritime Board. 

S. 8519 is identical to the so-called clean bill H. R. 11451, 85th Congress, 2d 
session, resulting from hearings held in February and March 1958 before the 
Committee on Merchant Marine and Fisheries, House of Representatives, on 
H. R. 9342, H. R. 9473, H. R. 9654, and H. R. 9482, 85th Congress, and, in essence, 
is a combined and revised version of H. R. 9342 and H. R. 9482. We had pre- 
viously reported for consideration by that committee several suggestions to 
clarify these bills, which suggestions are incorporated in the attached copy of 
Committee Print No. 3. 

We understand that the House Committee on Merchant Marine and Fisheries 
has amended H. R. 11451 to provide that the vessel for operation in the Pacific 
Ocean is to be sold at the fixed price of $34 million, or 45 percent of the domestic 
construction cost of the vessel fully outfitted and equipped (excluding national 
defense features and escalation), whichever is the greater. Also, section 5 of 
the bill requires the Federal Maritime Board to determine the contractor’s 
capital necessarily employed in the operation of the vessels. This determination 
is made by the Maritime Administrator under the provisions of the 1936 act. 
Otherwise, we believe that the proposed bill incorporates our suggestions on the 
House bills. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, May 7, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


DearR Mr. CHAIRMAN: Further reference is made to your letter of May 1 
1958, acknowledged on May 2, requesting the comments of the General Ac- 
counting Office concerning H. R. 11451, 85th Congress, 2d session, entitled “An 
act to authorize the construction and sale by the Federal Maritime Board of a 
superliner passenger vessel equivalent to the steamship United States, and a 
superliner passenger vessel for operation in the Pacific Ocean, and for other 
purposes.” 

The proposed bill would authorize the Federal Maritime Board to concur- 
rently contract for the construction and sale of the vessels in accordance with 
the provisions of the Merchant Marine Act, 1936, as amended, except as other- 
wise provided in the bill. The vessel equivalent to the steamship United States 
would be sold to the United States Lines Co. for the fixed price of $47 million 
and the vessel for operation in the Pacific Ocean, to the American President 
Lines, Ltd., for the fixed price of $34 million. These prices are for vessels fullly 
outfitted and equipped and include certain specified items, such as stabilizers; 
however, the prices may be increased in an amount equal to 45 percent of the 
cost of certain changes requested by the purchasers and approved by the Federal 
Maritime Board. The Board may accept, in its discretion, an outstanding bid 
from a United States shipbuilder for the construction of the vessel equivalent 
to the steamship United States. The difference between the construction cost of 
each vessel, excluding national-defense features, and the sales price paid by the 
purchaser would be “construction-differential subsidy” for the purposes of the 
1936 act. However, for the purpose of recapture under any contract for operat- 
ing-differential subsidy on the vessels, the net profits for a recapture period, 
computed without regard to profits or losses on other vessels, shall inure to the 
United States to the extent of 75 percent of net profits in excess of 10 percent 
per annum on a cumulative basis upon the contractor’s capital necessarily em- 
ployed in the operation of such vessel, as determined by the Federal Maritime 
Board. 

This bill, which passed the House of Representatives on April 29, 1958, was 
the so-called clean bill resulting from hearings held in February and March 1958 
before the Committee on Merchant Marine and Fisheries, House of Repre- 
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sentatives, on H. R. 9342, H. R. 9473, H. R. 9654, and H. R. 9432, 85th Congress, 
and, in essence, is a combined and revised version of H. R. 9342 and H. R. 9432. 
We had previously reported for consideration by that committee several. sug- 
gestions to clarify these bills, all of which were adopted in H. R. 11451. In 
view thereof, we have no further recommendation to offer. We might add, 
however; that on April 15, 1958, we made a report to your committee concerning 
S. 3519, which, for the most part, is identical to H. R. 11451. 
Sincerely yours, 


JOSEPH CAMPBELL, 
Comptroller General of the United States. 


OFFICE OF THE POSTMASTER GENERAL, 


Washington, D. C., May 13, 1958. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear Mr. CHAIRMAN: It is understood that the committee has scheduled 
hearings for May 13, 1958, on the bills, S. 3519 and H. R. 11451, which relate to 
superliner passenger vessels for operation in the Atlantic and Pacific Oceans. 

This Department was not requested to report on H. R. 11451 when it was 
under consideration by the House Committee on Merchant Marine and Fisheries. 
Nor has the Department been requested to report on 8. 3519. 

The purpose of the legislation is to increase the speed and service in the 
Atlantic and Pacific Oceans by authorizing the construction of a superliner 
passenger vessel equivalent to the steamship United States for service in the 
Atlantic and Pacific Oceans. The vessel placed in service in the North Atlantic 
would replace the steamship America. 

Legislation of this nature would have a direct effect on the mail service 
by providing more expeditious transportation of oceanic mail. Hence, this 
Department looks with favor on the purposes of the proposed legislation. We 
make no comment upon the proposed method of financing contained in the bills. 

The Bureau of the Budget has advised that there would be no objection to 
the submission of this report to the committee. 

Sincerely yours, 


ARTHUR E. SUMMERFIELD, 
Postmaster General. 


THE GENERAL COUNSEL OF THE TREASURY, 
Washington, D. C., Aprii 10, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on S. 3519, “to authorize the construction and sale by the 
Federal Maritime Board of a superliner passenger vessel equivalent to the 
steamship United States, and a superliner passenger vessel for operation in the 
Pacific Ocean, and for other purposes. 

The proposed legislation would authorize the construction of a superliner 
passenger vessel equivalent to the steamship United States, to replace the steam- 
ship America for operation on an essential trade route in the North Atlantic. It 
would also authorize the construction of a superliner passenger vessel with a 
capacity of approximately 1,400 passengers for operation on an essential trade 
route in the Pacific Ocean. In addition, the bill would authorize the Federal 
Maritime Board to contract for the sale of one vessel to the United States Lines 
Co., for a fixed price of $47 million, and the other vessel to the American Presi- 
dent Lines, Ltd., for the fixed price of $34 million. 

The subject matter of the proposed legislation is not of concern primarily to 
the Treasury Department and the Department has no comments to make as to 
its general merits. 

Very truly yours, 
NEtson P. Rose, General Counsel. 
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GENERAL COUNSEL OF THE TREASURY, 
Washington, D.C., May 12, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on H. R. 11451, to authorize the construction and sale by the 
Federal Maritime Board of a superliner passenger vessel equivalent to the 
steamship United States, and a superliner passenger vessel for operation in the 
Pacific Ocean, and for other purposes. 

The proposed legislation would authorize the construction of a superliner 
passenger vessel equivalent to the steamship United States, to replace the steam- 
ship America for operation on an essential trade route in the North Atlantic. It 
would also authorize the construction of a superliner passenger vessel with a 
capacity of approximately 1,400 passengers for operation on an essential trade 
route in the Pacific Ocean. In addition, the bill would authorize the Federal 
Maritime Board to contract for the sale of one vessel to the United States Lines 
Co., for a fixed price of $47 million, and the other vessel to the American Presi- 
dent Lines, Ltd., for the fixed price of $34 million. 

The subject matter of the proposed legislation is not of concern primarily to 
the Treasury Department and the Department has no comments to make as to 
its general merits. 

Very truly yours, 
NELSON P. Rosse, General Counsel. 


MERCHANT MARINE Act, 1936 
TITLE I—DECLARATION OF POLICY 


Section 101. It is necessary for the national defense and development of its 
foreign and domestic commerce that the United States shall have a merchant 
marine (a) sufficient to carry its domestic waterborne commerce and a substan- 
tial portion of the waterborne export and import foreign commerce of the United 
States and to provide shipping service on all routes essential for maintaining 
the flow of such domestic and foreign waterborne commerce at all times, (b) 
capable of serving as a naval and military auxiliary in time of war or national 
emergency, (c) owned and operated under the United States flag by citizens 
of the United States insofar as may be practicable, and (d) composed of the 
best-equipped, safest, and most suitable types of vessels, constructed in the 
United States and manned with a trained and efficient citizen personnel. It is 
hereby declared to be the policy of the United States to foster the development 
and encourage the maintenance of such a merchant marine. 

Sec. 212. The Commission is authorized and directed— 

(a) To study all maritime problems arising in the carrying out of the 
policy set forth in title I of this Act; 
(b) To study, and to cooperate with vessel owners in devising means by 
which—— 
(1) the importers and exporters of the United States can be induced 
to give preference to vessels under United States registry; and 
(2) there may be constructed by or with the aid of the United 
States express-liner or super-liner vessels comparable with those of 
other nations, especially with a view to their use in national emer- 
gency, and the use in connection with or in lieu of such vessels of 
transoceanic aircraft service; plans for the economical construction 
of vessels and their propelling machinery, of most modern economical 
types, giving thorough consideration to all well-recognized means of 
propulsion and taking into account the benefits accruing from stand- 
ardized production where practicable and desirable ; 
* ~ * * * * * 


(f) To make recommendation to Congress, from time to time, for such 
further legislation as it deems necessary better to effectuate the purpose 
and policy of this act. 
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(Also included are various communications pertaining to the bills:) 


MISSISSIPPI VALLEY ASSOCIATION, 
St. Louis, Mo., May 6, 1958. 


Hon. WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D. C. 


DeaR SENATOR MaGNuson: Last February 10-11, 1,500 delegates from 31 
States to the 39th annual meeting of the Mississippi Valley Association ex- 
pressed themselves on the American Merchant Marine as follows: 

“We pledge our active support to the promotion and maintenance of a strong, 
well-balanced, privately owned and operated United States merchant marine to 
provide the shipping services essential to our industry, agriculture, and com- 
merce in time of peace, capable of implementing our international policies and 
ready to serve our national security in time of war. 

“We strongly urge that United States industry voluntarily patronize Ameri- 
ean-flag ships in order to assist in developing and strengthening the American 
merchant fleet. 

“We commend the Chairman of the Joint Chiefs of Staff for his forthright 
declaration of the continuing need for an American merchant marine for the 
defense of our Nation; and the maritime industry for its efforts to demonstrate 
that in addition to its defense role, the industry makes a substantial contribu- 
tion to the economic welfare of our country. 

“We reaffirm our support of the 50-50 law requiring that at least 50 percent 
of the cargoes generated by the United States Government should be transported 
in United States-flag ships to the extent they are available at reasonable rates. 
We reaffirm our support of the basic principles and procedures of the 1936 
Merchant Marine Act and its program of Federal support, based upon the prin- 
ciples of parity and of essential trade routes operated by American companies 
which are domiciled, owned, and controlled in the domestic areas which they 
serve. 

“We condemn certain practices of foreign nations, which discriminate directly 
or indirectly against American-flag shipping and we urge increased effort by the 
Department of State to seek their elimination. 

“We commend the efforts being made by industry and the administration, with 
congressional support, to begin the largest peacetime vessel replacement program 
in our history and we urge adequate appropriations by the Federal Government 
80 as to insure that, when combined with private investment, there will be 
sufficient funds to maintain an orderly and economic replacement schedule. 

“We recommend an expanded Government research program on ship design, 
ship propulsion, and port facilities so that the latest and best information will 
be available to various segments of the American merchant marine. 

“We recommend that, in the event of mobilization, the merchant marine be 
placed under the jurisdiction of the Maritime Administration so that the ex- 
perience and knowledge of the management of privately owned steamship com- 
panies may be effectively utilized.” 

The italic in the above resolution, of course, is my own. It is italicized to 
‘all your attention to our association’s unqualified endorsement of the so-called 
superliner bill which will be before your committee on May 13. 

It will be appreciated if this letter is included in the record. 

Very truly yours, 
Everett T. WINTER, 
Evrecutive Vice President. 


INDUSTRIAL UNION OF MARINE AND SHIPBUILDING WORKERS OF AMERICA, 
GENERAL EXECUTIVE BOARD, 
Camden, N.J., May 12, 1958. 
Senator WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
Washington, D.C. 

DEAR SENATOR MAGNUSON: We are addressing you in support of measures 
your committee are considering to authorize the construction and sale by the 
Federal Maritime Board of a superliner passenger vessel equivalent to the steam- 
ship United States; and to authorize the construction and sale by the Federal 
Maritime Board of a passenger vessel for operation in the Pacific Ocean. 
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As you know, this union has always been vitally interested in the maintenance 
of a well-balanced American Merchant Marine. We are also vitally interested 
in the replacement of our passenger-carrying capacity. 

The national defense need for passenger vessels has been clearly shown in the 
testimony of the Department of Defense before the House of Representatives 
Committee on Merchant Marine and Fisheries hearings on the same legislation 
which the Senate is presently considering. 

Foreign-flag lines are today building new passenger vessels to replace and 
augment their older units. Only the United States is lagging behind in this most 
important segment of the merchant marine. 

We think that it is of the utmost urgency that these ships be built, although 
we are not competent to judge whether or not special legislation would be re- 
cuired. That determination is properly the function of the Congress of the 
United States. 

United States vessel construction is again starting its customary downturn 
and, by the end of 1959, our yards will again be in the doldrums. We think it 
imperative that the Congress act at this session to insure the construction of 
these vessels in a form which will be of advantage in the case of troop trans- 
port in any possible emergency, and at a time which will stabilize declining 
employment in our yards. 

I wish that you would enter this letter in your record of testimony on the 
superliner legislation. We know that your committee will make every effort 
to arrive at a fair and equitable solution to the problem. 

Sincerely yours, 
JoHN J. GroGan, President. 


SAN FRANCISCO CITAMBER OF COMMERCE, 
San Francisco, Calif., May 8, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Interstate and Foreign Commerce Committee, 
Senate Office Building, Washington, D.C. 

My Dear SENATOR MAGNUSON: It has been some time since we have had the 
pleasure of seeing you in San Francisco, and I hope it will not be too long before 
you again visit the bay area. In the meantime, we are vitally interested in the 
enactment of H. R. 11451, which has been adopted by the House and which 
would provide 2 American superliner passenger vessels, 1 for operation on the 
Atlantic and the other for operation by American President Lines on the Pacific. 

Our advocacy of the enactment of this measure is in line with the San 
Francisco chamber’s historic support of the objective of the Merchant Marine 
Act of 1936, as amended. Your serious consideration of this measure and 
support of its early enactment would be most deeply appreciate. 

Obviously, we are most particularly interested in the construction of the 
superliner which would be purchased and operated by American President Lines 
on the Pacific. It is understood that the proposed vessel would have a speed 
in excess of 26 knots an hour; would, therefore, have reasonable safety against 
submarine attack, and could be converted into a troop carrier in the matter of 
a couple of weeks, all of this being exceedingly important to the national defense 
of the United States. 

Furthermore, we understand that qualified representatives of the shipping 
industry and the Government, concerned with the American merchant marine, 
are of the opinion that there is a definite need for such a vessel in the trans- 
pacific passenger trade, and we are sure that its construction and operation 
would be of substantial economic benefit to the Nation as a whole. 

Such a vessel could not be built without Government assistance, and is cer- 
tainly the kind of objective that this and many other organizations and citi- 
zens have had in mind over the years in supporting the Merchant Marine Act of 
1936, as amended. 

May we count on your support of such legislation as embodied in H. R. 11451? 

Sincerely yours, 
G. L. Fox, 
General Manager. 
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[Telegram] 


MANILA, PHILIPPINE ISLANDS, May 10, 1958. 
Senator WARREN G. MAGNUSON, 
Chairman, Interstate Foreign Commerce Committee, 
United States Congress, Washington, D. C.: 


Philippine and Pacific area travel trade deeply interested transpacific ship- 
ping facilities expansion envisaged in bill authorizing superliner construction 
by American President Lines now pending in your committee. We consider pro- 
gram essential and earnestly urge early enactment. 

Approval not only in interest closer and mutually profitable Philippine-Amer- 
ican relations but, also, in interest American policy and free-world cause in 
Pacific Basin and Asia, where great issues are at stake. Development of travel 
and tourism to Philippines and Orient which expanded APL service will doubt- 
less promote. 

Will effectively assist underdeveloped countries’ efforts toward self-suffi- 
cient economy and security, thereby reducing your direct-aid burden, besides 
enhancing their capacity as consumers and world traders. More American 
tourists and visitors to Philippines in particular will increasingly acquaint 
your people with America’s magnificent record here thus equipping them. 

With proud evidences altruistic character your country’s service to needy 
world so indispensable in cold war raging in our Asian neighborhood. 

FAROLAN, 
President, Philippine Tourist and Travel Association. 
Ivoro, 


Vice President. 
[Telegram] 


SAN FraNctisco, Cair., May 8, 1958. 
Senator WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate Building, Washington, D.C.: 

Rapidly exapnding Pacific travel urgently requires add tional steamship capac- 
ity in order surface carriers may move forward in balance with airlines, all of 
whom, including foreign carriers, have extensive programs for American-built 
jet aircraft. Accordingly, Pacific Area Travel Association urges your support 
for prompt passage legislation to enable American President Lines to acquire 
superliner for North Pacific trade. 

GEORGE TURNER, 
Executive Director, Pacific Area Travel Association. 


{Telegram ] 
New York, N. Y., May 8, 1958. 
Senator WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
Senate Office Building, Washington, D. C.: 


Understand legislation for construction of American President Line superliner 
now pending in Senate. In behalf of the American Society of Travel Agents 
and in furtherance of need for full development of travel and trade in the Pacific 
area we heartily commend and compliment you and your committee for support 
of this legislation. 

R. W. HEMPHILL, President. 


[Telegram] 


SAN FrANctsco, Cauir., May 8, 1958. 
Senator WARREN G. MAGNUSON, 
Chairman, Senate Interstate and Foreign Commerce Committee, 
Senate Office Building, Washington, D. C.: 


Strongly urge immediate favorable action on S. 3519 to build a transpacifie 
superliner. Vessel urgently needed to maintain American merchant marine 
competitive power in Pacific Ocean. Impending entry British and Japanese 
passenger liners in Pacific without effective American competition would seri- 
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ously weaken American merchant marine. New liner would provide employment 
for over 1,000 seamen per annum and thereby substantially improve employment 
prospects west coast shipping which is presently in serious slump... Will appre- 
ciate your utmost help in passage this vital legislation. 


MorkIS WEISBERGER, 
Secretary-Treasurer Sailors Union of the Pacific. Pacific District SIU 
also on behalf of Marine Cooks and Stewards Union—Pacific District 
SIU and Marine Firemen’s Union—Pacific District. 


[Telegram ] 


Los ANGELES, CALIr., May 8, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Committee Interstate Foreign Commerce, 
Senate Office Building, Washington, D. C.: 


Please be advised that the board of directors of the Los Angeles Chamber of 
Commerce April 24, 1958, unanimously adopted the chamber’s maritime commit- 
tee’s recommendations that: “In accordance with chamber policy of supporting 
the continuing development of the United States merchant marine properly 
adapted to meet the needs of the national defense and welfare, the Los Angeles 
Chamber of Commerce support H. R. 11451 (S. 3519) which will authorize the 
construction and sale of two passenger superliners, one for operation on an 
essential trade route in the north Atlantic and the other for operation in the 
Pacific.” Your support for passage of this bill will be appreciated. 

GEORGE B. GOsr, 
President, Los Angeles Chamber of Commerce. 


UNITED STATES SENATE, 
COMMITTEE ON INTERTOR AND INSULAR AFFAIRS, 
Vay 12, 1958. 
Hon, WARREN G. MAGNUSON, 
Chairman, Interstate and Forcign Commerce Committee, 
United States Senate, Washington, D. C. 


DEAR SENATOR: Your committee will have before it this week legislation to 
authorize the construction of superliner passenger vessels for the American 
maritime trade and for the defense of the United States of America in the 
event of war or national emergency. The bills which would accomplish this 
objective are H. R. 11451, favorably acted upon by the House of Representatives 
on April 29, or 8S. 3519. 

I support this legislation, and favor the earliest possible start of construction 
upon the proposed two superliners which it will authorize. I believe it is in 
the interests of national defense that it will contribute to maintaining the posi- 
tion of the United States as a first-class maritime nation, and that it will provide 
sound employment opportunities for those who would construct these great 
vessels and for those who would man them on the high seas and service them 
in their American ports of call. 

The need for fast ships of large capacity which could be converted to military 
use in the event of war or national emergency is incontrovertible. I do not know 
of a single American who disagrees with that objective. Certainly the need is 
one which has been demonstrated at a cost of lives and dollars in our past 
history. At the start of World War II, the United States did not have the vessels 
it needed, either in number or in size, to cope with that crisis. We were unable 
to evacuate our nationals from lands across the sea where the bombs were 
falling—lands across the Atlantic, and lands across the Pacific. We did not have 
the capacity to move our soldiers to their battle stations in Europe and Africa 
and the Pacific and Alaska, indeed all around the world. 

We would have been totally unable to do so had there not been made available 
to us the great “Queen” liners of Great Britain. We hired those ships. We were 
overjoyed to be able to do this. The “Queens” were vessels of the type contem- 
plated by the legislation now before you—except, of course, that the two Ameri- 
can superliners will have the advantage of any improvements which the inter- 
vening years have taught to the builders of ships. I do not have the figures to 
show how far the amount of money expended upon the “Queens” as rental would 
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pay the cost of our new superliners, but I hawe no doubt but what your com- 
mittee and its able staff could readily calculate it. 

While I am glad we spent what was necessary to employ the “Queens” in our 
time of greatest need, I suggest that there is provided in the reference to the 
amount so disbursed, a dramatic argument on behalf of investing whatever may 
be necessary now to build the ships which America must have in readiness for 
any possible future emergency. If necessary, I would vote for appropriations 
which would pay the entire cost of their construction, solely as an item of 
national defense budgeting. But I am glad that it is not necessary. I am glad 
that these ships can be operated in time of peace, producing revenues which will 
return a substantial part of their cost to the Treasury of the United States. I 
am glad that we have a merchant marine industry which can accept this 
responsibility. Nonetheless, the importance of building the ships, of having them 
in readiness, makes any return at all a net gain to the American Government 
and the American taxpayer. 

I do not need to call your attention to the many reasons and arguments 
presented by others on behalf of the immediate start of construction of these 
ships, but I wish to state my complete agreement with one or two for the 
purposes of emphasis. I am impressed by the very convincing statements of 
Admiral Radford and of General Twining as to the need for high-speed ocean 
transport. Certainly any American would be willing to accept the opinion that 
the merchant marine “might very well be the one source of strength of the free 
world which would. pluck victory from chaos” when those words are spoken by 
so great a leader and so great an airman as General Twining, the Chairman 
of the Joint Chiefs of Staff. You will recall that he has written to Senator 
Butler of your committee that “With land transport damaged beyond easy 
repair, only merchant ships, capable of plying the great highway of the seas, 
would be able to carry essential raw materials and foodstuffs required for survival 
of the major population centers of the world as well as our Armed Forces over- 
seas.” In our responsibility for establishing the defense policies of the Nation, 
we as legislators cannot do less than to give the utmost importance to this view 
of the military. 

In considering the defense basis for constructing these great vessels, we should 
also bear in mind not only that they will have a capability for moving great 
numbers of men, but also with the added safety which their high speed will 
afford. I believe it is a formula of the Navy that a vessel which can steam at 
25 knots has a fairly good degree of safety from submarine attack, and that 
every knot above 25 increases the safety factor. Inasmuch as the proposed 
2 superliners—1 for operation in the Atlantic Ocean and 1 in the Pacific Ocean— 
will have a speed of 26 knots; they have a high value in terms of giving any 
American boys who must sail in them under war conditions a better break 
than if we try to move troops in slower vessels. We ought never to lose sight 
of that. 

I hope that as modern Americans we have learned well the bitter lesson of 
not being ready for trouble before it comes. I hope that we may now realize 
sufficiently well to use the knowledge as a basis for action, that in being ready 
for trouble we may avert trouble itself. I hope the legislation before you may 
be reported favorably without undue delay and that it may be similarly treated 
by the entire Senate. 

Beyond the obvious need for defending our land and its people, these super- 
liners will have tremendous value in continuing the United States as a major 
maritime nation. And in the construction and operation of the vessels, employ- 
ment will be provided in our shipyards and for Americans who follow the sea 
as a means of livelihood. It is in the highest interests of the United States of 
America, I am convinced, to have our shipyards Operating regularly in order 
that the skills of the experienced hands in the trade may be fresh at all times, 
and that a steady supply of younger workers may be under constant training 
And surely it is of equal importance to support a high rate of employment <.-r 
our merchant mariners, not only that the United States of America may be 
represented honorably in the commerce of the world, but in order that these 
men, too, may be fully ready to cope with any crisis which may befall. 

Very sincerely yours, 
THOMAS H. KUCHEL, 
United States Senator. 
25739—58—-—38 
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May 6, 1958. 
Hon. WARREN MAGNUSON, 
United States Senate, Washington, D. C. 

Dear SENATOR MAGNUSON: Enclosed is a telegram from Gov. George Leader, 
of Pennsylvania, regarding H. R. 11451, which passed the House early this week. 

I know of your interest in this legislation and hope it will be possible for you 
to schedule committee consideration of it soon. As Governor Leader points out, 
many Pennsylvanians would be employed in constructing a sister ship to the 
United States. 

Would you be good enough to include Governor Leader’s telegram in the record 
of your hearings on the bill. 

Sincerely, 
JOsEPH S. CLARK. 
[Telegram] 
APRIL 28, 1958. 
Hon. JoseryH 8. CLARK, JR., 
Senate Office Building, Washington, D. C.: 

Understand that Bonner bill, H. R. 11451, is before Rules Committee today and 
floor action expected shortly. This bill provides for construction of sister ship 
to the United States costing an estimated $120 million by low bidder. Understand 
New York Shipbuilding Co., Camden, N. J., is the low bidder. If this authoriza- 
tion is followed by appropriation, this would result in 5,000 jobs with this com- 
pany. They estimate approximately 40 percent of employment would come from 
Greater Philadelphia area. In view of direct employment as well as indirect 
demand for steel, electrical equipment, and other components, this would have 
a most beneficial effect on Pennsylvania’s economy. We urge your support. 

GEORGE M. LEADER, 
Governor of Pennsylvania. 


May 9, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D. C. 


Dear Sir: In behalf of the members and officers of the National Maritime Union 
in the port of Philadelphia, we wish to thank you for advising us of the public 
hearing on bills 8. 3519 and H. R. 11451 regarding the construction and sale of the 
two superliners, on Tuesday, May 13, 1958. 

Both these ships are vitally needed to help build up the American merchant 
marine, especially in the passenger field which has become practically non- 
existent, and in wartime, these superliners would be sorely needed to carry troops. 

Speaking for merchant seamen, the construction of these ships would mean ad- 
ditional jobs in an industry where nationwide unemployment exists. 

We will appreciate your reading this into the record so that the committee may 
favorably consider these bills as they mean so much to merchant seamen and the 
American people as a whole. 

Yours very truly, 
NATIONAL MARITIME UNION OF AMERICA AFL-CIO, 
JAMES'J. MARTIN, 
Agent, Port of Philadelphia. 


CHAMBER OF COMMERCE OF HONOLULU, 
Dillingham Building, Honolulu, T. H., May 9, 1958. 


Hon, WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D. C. 

Dear Sir: It is understood that your committee is now considering legisla- 
tion which would provide for construction of a “super” passenger liner for 
service in the Pacific. The people of Hawaii have a substantial interest in that 
measure. 

You are fully cognizant of Hawaii’s role in the Pacific and its strategic and 
economie contribution to our Nation’s welfare. 

The ability to maintain our present economic strength rests largely on the 
continued orderly growth of tourist and commercial travel to and from Hawaii. 

Creation of this magnificent ship and its operation by the American President 
Lines is recognized as a significant step in the continued dynamic growth of 
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Pacific travel. Its construction is imperative if the American merchant marine 
is to maintain its share of this expanding travel market. 

We urge your early consideration and approval of this legislation. 

J. BALLARD ATHERTON, President. 

The Cuarrman. We have a short list of witnesses because the House 
did hold extensive hearings on this matter before they passed the bill 
out, and there was a great deal of discussion on the floor of the House 
which made a legislative record. , 

We have as the first witness, which involves the United States 
Lines, the president, John M. Franklin. We will be glad to hear from 
you. 


STATEMENT OF JOHN M. FRANKIN, PRESIDENT, UNITED STATES 
LINES C0.; ACCOMPANIED BY C. D. GIBBONS, VICE PRESIDENT- 
TREASURER, AND DONALD D. GEARY, COUNSEL, UNITED STATES 
LINES CO. 


Mr. Franxuin. Mr. Gibbons, our vice president and treasurer, and 
Mr. Geary, our attorney, are here. 

The CHairman. Why not have them sit with you. If we have any 
questions we will ask them then. 

Mr. Franxuin. Mr. Chairman, it is a privilege for me to appear 
before your committee. I have a nina statement which was filed 
last week with the committee clerk. If you approve, I would like to 
read this statement. 

There are before your committee two bills, S. 3519 and H. R. 11451, 
both of which authorize the construction of a superline passenger 
vessel equivalent to the steamship United States and a superliner 
passenger vessel for operation in the Pacific Ocean. H. R. 11451 
was adopted by the House on April 29, 1958, and differs from S. 3519 
only with respect to one provision having to do with determination 
of the price of the superliner for operation in the Pacific Ocean by 
American President Lines, Ltd. Both bills provide that. the super- 
liner vessel equivalent to the steamship United States shall be sold to 
United States Lines Co. for the fixed price of $47 million, subject. to 
increase of that price by amounts equal to 45 percent of any net 
change in the cost of the vessel (other than national defense features) 
arising out of changes in the bid specifications if approved by the 
Federal Maritime Board, or any changes in the usual outfitting and 
equipping of the vessel, if such changes are requested by the pur- 
chaser and approved by the Board after enactment of the Ac 

Both bills also provide that the terms and conditions of payment 
of the purchase price shall be as provided in sections 502 (c) and 503 
of the Merchant Marine Act, 1936, as amended. In brief, these two 
sections of the act provide for cash payment by the ship operator of 
not less than 25 percent of the purchase price, with the balance of the 
purchasing price secured by preferred mortgage on the vessel, payable 
to the Government over 20 years, in equal annual installments, with 
interest at the rate of 314 percent per annum on the unpaid balance of 
the mortgage. 

A price of approximately $56 million for a sister ship to the steam- 
ship United States has been estimated by the Maritime Administration 
under the terms of the Merchant Marine Act, 1936, as amended. In 
our opinion this is too high a price for United States Lines Co. to pay 
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and expect to realize even a modest return on the large investment in 
the vessel. Even a small falling off in passenger business would quickly 
result in a loss from operation of the vessel. 

We submitted estimates to the House Committee on Merchant Ma- 
rine and Fisheries which showed the estimated results for operation 
of the steamship United States and a sister ship over the 514-year 

eriod from July 1952, when the United States first entered service, to 
ene 31,1957. We used the same revenue and operating estimates 
for the sister ship as we had experienced in that period for the steam- 
ship United States, but we assumed a $47 million cost for the new ship 
and 31% percent interest on the mortgage indebtedness of the ship, so 
the depreciation and interest charges on the new vessel were higher 
than similar charges on the United States. Relating the average esti- 
mated earnings of both vessels for the 514-year period to the cost of 
the vessels, the return on the investment amounted to 3.76 percent for 
the steamship United States, 1.77 percent for the new superliner and 
2.62 percent for the combined operation of the two vessels. 

The Cuarrman. Right there, General, for the purpose of the record : 
For the present United States, in the figures submitted to the House, 
return on the investment amounted to 3.76. But assuming that there 
would be two such United States vessels, the new United States would 
only average 1.77, but the average for the operation of the two would 
then be somewhere in the neighborhood of 214 or 2.62? 

Mr. Franxuin. Exactly. 

I think it only fair to point out that these estimates are based on past 
results and are not forecasts of earnings in the future. During the 
514-year period covered by the statements, passenger carry ings by the 
steamship United States were at a high level. In 1957 this vessel car- 
ried 69,692 passengers, which, if averaged over the voyages completed 
in that year, represents a 94-percent utilization of the normal salable 
passenger capacity of this vessel. We can hardly expect a continua- 
tion of such favorable conditions throughout the remaining life of the 
vessel. 

The CuHarmMan. Why do you say that ? 

Mr. Franxurn. The reason we say that is this: We have been in a 
period of great prosperity in the country. If prosperity diminishes, 
which it has done to some extent, the passenger carryings on these ships 
may go down. 

here is another thing about it. The passenger carryings will go 
down—they dropped somewhat last year at the time of the Suez epi- 
sode—and anything that affects the stability in Europe will affect the 
passenger carryings. 

There is another thing I would like to point out and that is that 
the ship has not been held up 1 day by labor troubles, and I hope 
that conditions will continue to obtain, but it is quite remarkable that 
the ship has not been held up 1 days in 51% years. 

The Cuarreman. Isn’t it also true that over the 514-year period 
there has been greater activity of foreign competition in passenger 
ships, and the present building program of all other competing mari- 
time nations in such that you couldn’t expect to have the same kind of 
lack of competition—there is always competition, but you will have 
greater competition in the future with all the other maritime coun- 
tries going into passenger-ship building? 
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Mr, Franky. I think that is a very good point, Senator To 
highlight it, the French will be coming out with 

The Cuairman. With the Vew France. 

Mr. Franxuin. Yes, sir; and it will be a fast ship. 

The Cuamman. And the Germans and Swedes and Italians are 
building. The Italians are building a new superliner, the Leonardo 
Da Vinci, I believe it will be called. And of course in the Pacific the 
Japanese shipyards are filled, and they are also thinking in terms of 
two new passenger liners. 

So that during this 514 years there was less foreign competition in 
the passenger service than there will be in the future. There was 
enough of it, but there was less than there will be in the future. 

Mr. Franxurn. Correct. 

Senator Corron. Mr. Chairman. 

The Cuarrman. The Senator from New Hampshire. 

Senator Corron. Does the volume of passenger travel, international 
passenger travel by air, also enter into your calculations in this re- 
spect ¢ 

Mr. Frankuin. Yes, sir; it does. In 1957 there were 1,800,000 pas- 
sengers carried across the Atlantic—800,000 by air and 1 million by 
ship. The percentage of air transportation has been increasing right 
along. And I would think that competition would get stronger. 

Senator Corron. Thank you. 

Mr. Franxuin. At the request of the House committee, the Comp- 
troller General examined and analyzed the estimates prepared by 
United States Lines Co., and reported to the committee that his Office 
found “no substantial discrepancies as between our conclusions and 
the records of United States Lines.” In his report, the Comptroller 
General restated the estimates of United States Lines Co., and re- 
lated the estimated results to estimated “Capital necessarily em- 
ployed” instead of to “Total cost of the vessels.” 

On this basis, his statement shows for the new superliner, at a 
$47 million cost, with 314 percent interest (Government financing), 
an estimated return during the 514-year period of 7.26 percent on 
“Capital necessarily employed.” In this connection the Comptroller 
General said “in my opinion, and the opinion of our staff, the return 
is not unreasonable.” 

Senator Lauscun. Mr. Chairman ? 

The Cuairman. The Senator from Ohio. 

Senator Lauscue. On the basis of figuring your return on the 
cost, you showed that your earnings would be what? 

Mr. Franxkuin- On the $47 million cost? 

Senator Lauscur. What would your earnings be on that basis? 

Mr. Franky. On the new ship, it would be 1.77 percent. 

Senator Lauscur. The Comptroller General did some calculating 
and used as the basis the “Necessary capital employed” ? 

Mr. FrankKiin. Yes, sir. 

Senator Lauscue. On that basis he showed a return of 7.26 percent. 

Mr. Franxurn. That’s right. 

Senator Lauscue. Now, will you differentiate between the 2 bases, 
the one, the actual cost; the other the Comptroller General’s basis of 
necessary capital used ? 

Mr. Frankuin. Senator, the basis that we figure, that we still think 
is the proper basis, is the return on the investment, the price at which 
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the ship stands on our books, which in this case wold be $47 million. 

In the case of the Steamship United States it is roughly $35 million. 

The way the Federal Maritime Bureau insists that you keep your 
books, from the point of view of subsidy recapture, is the private 
capital that it put into the ship. Im this case it would be 25 percent 
of the $47 million, the cash that we would put up, plus a reasonable 
amount of money for working capital. They disregard entirely the 
debt on the ship. 

Senator Lauscur. They probably have a reason for disregarding 
the debt. Would you mind giving their reason for insisting that the 
debt be disregarded ? 

Mr. Franxutin. I think the reason they do it, sir, is because of the 
recapture provisions. In other words, after we make 10 percent on 
the “Capital necessarily employed” on the whole fleet, any earnings 
over and above that are divided equally with the Government, 50-50. 

Senator Lauscue. Then to summarize, on the basis of your cal- 
culation, using the cost of the ship with 314-percent interest, you 
would have a return of 1.77 percent? 

Mr. Franxuin. Based on the carryings of the Steamship United 
States over a 514-year period. 

Senator Lauscue. Based upon the capital structure which the 
Maritime Commission says is proper and which the Comptroller Gen- 
eral says is proper, you would have a return of 7.26 percent ? 

Mr. FRANKLIN. Yes, sir. 

The Chairman. I think at this point in the record we ought to put 
the report of the Comptroller General, so that it will explain what we 
are talking about. 

(The above-mentioned document will be found on p. 83.) 

Mr. Franxutn. In this connection the Comptroller General said, 
“In my opinion, and the opinion of our staff, the return is not un- 
reasonable.” 

Senator Lauscue. That would mean the 7.26 percent was not 
unreasonable. 

Mr. Franxurn. Yes; the 7.26 percent was not unreasonable. 

The Cuarrman. I think, for the purpose of the record, when you 
read the Comptroller General’s basis of 7.26 percent and the actual 
basis of return, it doesn’t quite work out to 7.26 percent. He is put- 
ting his on the basis of eliminating some of the costs of operation. 

Mr. Franxurn. No, sir. The Comptroller General says that even 
on the basis that the Federal Maritime Bureau insists is the basis, 
“Capital necessarily employed,” the return is then 7.26, which he 
says, “ * * * even on this basis the return is not unreasonable.” 
While we do not agree fully with the position taken by the Mari- 
time Administration and by the Comptroller General that relating 
earnings to “Capital necessarily employed” is a fairer basis for de- 
termining return on investment than relating them to cost of vessels, 
there is little or nothing to gain by arguing this difference in theory. 
On either basis the indicated return is lower than the standard of 10 
percent of “Capital necessarily employed” established by section 605 
of the Merchant Marine Act, 1936, as amended, to be applied in 
determining recapture of subsidy by the United States Government. 

Considering the relatively low return indicated by our estimates 
we reached the conclusion that we should not pay more than $47 
million for a sister ship to the steamship United States and then only 
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on the basis that 75 percent of the purchase price can be borrowed 
from the Government at a 314-percent interest rate—or at whatever 
higher interest rate the United States Government may be paying 
for its long-term borrowings when the contract to purchase the vessel 
is executed—and only if the company can trade in or sell the steam- 
ship America for about $10 million. We believe that our judgment 
as to this price was confirmed by the calculations of the Comptroller 
General, to which I have already referred. 

May [I also call your attention to a special provision in each of the 
bills that are before you. Section 5 of these bills provides that if 
profits on the new superliner, computed without regard to profits 
or losses on other vessels operated by the contractor, exceed 10 percent 
per annum on a cumulative basis upon the contractor’s capital neces- 
sarily employed in the operation of the new superliner, recapture 
shall be 75 percent of the excess profit. As I have previously stated, 
section 606 of the Merchant Marine Act, 1936, as amended, now pro- 
vides for a 50-percent recapture of subsidy on excess profits of all 
other subsidized operations. We certainly do not expect that operat- 
ing results for the new superliner will be materially better than the 
results we have already experienced with the steamship United States, 
but if they are, the Government is well protected by this new 75-per- 
cent recapture provision. 

The national defense value of a sister ship to the United States was 
forcefully brought out by Rear Adm. A. G. Mumma, United States 
Navy, and Capt. W. W. Outerbridge of the Office of the Chief of 
Naval Operations in testimony before the Committee on Merchant 
Marine and Fisheries of the House of Representatives on July 11, 
1956. At a later hearing before the same committee, Vice Adm. 
Ralph E. Wilson, Deputy Chief of Naval Operations (Logistics) 
on February 6, 1958, testified that the construction of two superliners, 
as proposed : 
will significantly reduce our qualitative deficiency in troop transport potential. 


Their earliest completion will, therefore, make an important contribution to im- 
proving ‘our national defense posture. 


He further stated : 


In summary, for the reasons set forth above, the Department of Defense de- 
sires to emphasize the urgent need for the construction of modern passenger 
ships. 

Senator Butter. Mr. Chairman, may I ask Mr. Franklin a question 
at that point ? 

The CHarman. Yes, sir. 

Senator Burier. During the prosecution of World War IT it was 
necessary for the United States Government to charter the Queen 
Elizabeth and Queen Mary, was it not ? 

Mr. Franxuin. Senator Butler, I was Chief of the Water Division 
of the Transportation Corps at the time. As I remember it, we made 
an agreement to pay the British $100 a man and $125 an officer for 
the transportation of the troops, and it came to about $100 million. 

Senator Butier. $100 million ? 

Mr. Franxtrn. Yes, sir. 

Senator Butter. And those ships cost approximately what? 

Mr. Frankuin. The Queen Mary cost about 5 million pounds and 
the Hlizabeth about six. 

The Cuarrman. That is about $15 million and $18 million. 
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Senator Burier. And we paid in rental $100 million for the use 
of those ships during the prosecution of the war, and they still have 
those ships, and it is to be assumed that they are making as much 
money as you are making because they operate at a cheaper cost. 

Mr. Frankuin. Yes, sir; that is exactly right. 

Senator Butizr. So that sort of highlights the necessity from a de- 
fense posture standpoint of having these ships in being as quickly as 
they can be gotten. 

Mr. Franxurn. And we were very lucky to have had those ships 
available. 

Senator Burier. If we had not had them we could not have success- 
fully prosecuted that war. 

Mr. Franxuin. It would have been a much slower process. Those 
ships carried 750,000 troops, American troops. 

Sainte Butter. And saved many lives by reason of those ships 
being in existence. 

Mr. Franxurw. Certainly it was much better. We had to do over 
200 Liberty ships to carry 500 troops apiece. That was a very risky 
operation. 

Senator Burier. They had no speed to maintain themselves as the 
two superliners had against the submarine warfare ? 

Mr. Franxurn. Exactly right, sir. 

We feel that the steamship United States, by her popularity with 
the traveling public and her outstanding performances since she first 
entered the North Atlantic service in July 1952, has added to the 
prestige of the United States in the eyes of the world. 

The Cuarrman. General, right there—maybe we are all getting a 
little old, but I can remember when we thought the America was the 
great ship of the American flag. 

Mr. Franxuin. She isstill pretty good, but a little old. 

The Cuarrman. She is still a pretty good ship, but she goes off sub- 
sidy, technically now, on what date ? 

Mr. Franxuin. August of this year. 

Mr. Giszons. Extended to December 31, 1959. 

Mr. Franxurn. The first thing is that the Senator is right, the ship 
would have gone off subsidy on August 1, 1958—and we had better 
i the record—had we not made this new agreement. Will you 
read it! 

Mr. Gispons. We applied to the Federal Maritime Board for recon- 
sideration of that date in view of the time it had taken to do this legis- 
lative work, and they very reasonably agreed that they would extend 
that contract date of August 1, 1958, to December 31, 1959, provided 
we entered into an agreement promptly after the legislation made it 
possible to get the ship. 

The CuarrMan. But the point I am making is that since that time 
we have built practically only one superliner. 

Mr. Grezons. Correct. 

The Cuairman. Which is the steamship United States? 

Mr. Grppons. Yes, sir. 

The CuairmaNn. For all of our maritime. We have some other good 
ships. But in the meantime all the maritime competitors in the world 
have either ships in process of building, or they have built ships and 
put them on the ocean. 

Mr. Franxurn. Right, sir. 
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The Cuarrman. So in the time since the war, this has happened, 
and we have done very little, or nothing, about it in the field of super- 
liners. 

Mr. Franxuin. Right. 

Bids for construction of the superliner to replace the steamship 
America were opened in March 195%, Working plans have been com- 
Eanes to the point that the shipyard informs us that not more than 10 

ays after the signing of the construction contract, orders for material 
would commence to flow to the suppliers, and shipyard work would 
start. 

One item is 20,000 tons of steel that would be ordered immediately, 
and then orders for machinery, and a great number of other items. 

We feel, therefore, that this is a project that comes close to the 
President’s ideal of providing eeieniels useful work to bolster the 
economy of the United States, that is, a “project capable of being 
started quickly” as referred to in his recent veto message on the rivers 
and harbors bill. If the pending legislation is promptly approved, 
and the necessary funds are promptly appropriated, the construction 
of the vessel can be started at an early date. 

While United States Lines Co. has no legal obligation to build a 
sister ship to the steamship United States to replace the steamship 
America, we very much desire to have such a replacement, and we 
believe that it is our duty to do all that we can to assure the construc- 
tion of this vessel. We are convinced that this legislation is the only 
ee way that we can get such a vessel. We must, of course, 
be reasonably certain that we will be able to realize a satisfactory re- 
turn on our investment in the ship and we must not pay a price that 
will jeopardize our earnings from cargo vessels and our stockholders’ 
investment in the company. 

To summarize, United States Lines Co. wants this vessel, and we 
believe that the United States, as a nation, needs such a vessel, both 
for commercial operation and for indispensable service in a national 
emergency. Therefore, we respectfully urge your support of this 
legislation. 

hank you, sir. 

The Cuarrman. General, I want to ask this question for the record : 
Suppose the United States Lines cannot get $10 million for the 
America, what then would be the situation that is involved here? 

Mr. Franxuin. In the first place, Senator, I am quite sure—and it 
only developed in the last few days 

The Cuarrman. $10 million or in that vicinity ? 

Mr. FrankuIn (continuing). We can get a firm bid letter agreeing 
to pay $10 million for the America, with a deposit—I am quite sure 
we can get that. Now, if we can’t get that, and if it is decided, even 
though we could get that—let me put it this way: The Federal Mari- 
time Board can take over the ship, take over the America from us, 
on a formula on the basis of which they have taken over quite a number 
of ships on trade-in. 

As I stated before the hearings of the House Merchant Marine Com- 
mittee, we have entire confidence in Mr. Morse and his assistants, and 
I am satisfied that we can come to an agreement with them on the basis 
that we can go forward with this project for taking over the America. 
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The Cuarrman. It might be in this case a possibility that in view 
of the deficiency of passenger ships under the American flag, in the 
— of national defense and for other reasons we might want to 

eep it. 

r. Franxuin. That is right, sir. I might read this, and it might 
clear it up. This is a statement I made: Mr. Morse says he can pay 
$9,200,000—I believe the testimony before the House brought this 
out under his formula—and Mr. Morse says he can pay $9,200,000 and 
may be able to pay something more, between $9,200,000 and $10 million. 
I say I am satisfied we can work that out with Mr. Morse. 

In other words, we don’t want to be recalcitrant in this thing. If 
this thing is passed we will certainly do our utmost to go ahead, and 
Tam satisfied that won’t be a stumbling block. 

The Cuarrman. How much did the America originally cost to build, 
approximately ? 

r. Franxurn. The America originally cost $17 million. 

The Cuamman. And we have been operating her for 20 years, and 
she is now worth at least $10 million in the world market, or more. 

Mr. Franxuin. Yes, sir; that is correct. 

The Cuairman. I think that indicates the real value of passenger 
ships and so-called superliners in world markets, where other ships 
have just deteriorated, cargo and other ships except tankers, on which 
tonnage has been tight. ‘But we have operated her profitably and 
she has flown the American flag for almost 20 years, and for awhile 
was the only showcase we had in the maritime world. 

Mr. Franxuin. That is right. 

The Cuatrman. And we can get almost as much out of her now as 
it cost to build her. 

Mr. Franxuin. Yes, sir. To add to that, everything you have said 
is a hundred percent right, Senator, but it would be interesting to 
add to that that she was converted into a troopship during the war 
and carried 8,500 troops, and was a very successful troopship. All 
we had to do was to put evaporators in it, and evaporators are going 
to be in this new ship right from the start, as they are in the America. 

Senator Butter. General, I want to supplement that record. Will 
you tell us how many troops she carried and how far she traveled in 
service of the United States Government as a trooper during the 
World War? It was many hundreds of thousands of miles. 

Mr. Franxurn. We are quite sure we can get that, Senator. Why 
don’t we try to get it and supply it to the committee. That is 
important. 

Suiator Butter. It is an important part of the record to show the 
war service of that vessel. 

Mr. Franxuin. Of course we don’t have it in the United States 
Lines record, but will have to get it from the War Department. 

Senator Butter. I know it is available. 

The CuHatmman. And at the $100 cost we paid to the British to 
transport troops in the Queens, she probably paid for her original 
cost during the war, or over, well over. 

Mr. Franxtrn. I think so. 
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Senator Buruer. I think those figures should be made a part of 
the record. 

Mr. Franxuin. We will get those. 

The Cuarrman. We will put those in the record. 

(This information subsequently was supplied, as follows :) 

The 34,000-ton America served on every sea. During her enlistment she moved 
i troops a half-million miles—roughly the equivalent of 14 times around the 
world. 

Her contribution to the war effort can never be statistically evaluated, but we 
do think one little point in this connection might be mentioned here. 

If her troop-lift had to be paid for, as was the case in the movement on foreign 
ships of many of our soldiers overseas, it would have cost the Government over 
$30 million, or twice the original cost of building the ship. 

Senator Corron. May Task a question ? 

The CuatrMan. The Senator from New Hampshire has a question. 

Senator Corron. I realize that the answer to this is more or less com- 
parative about what you mean by life, but what is the estimated life 
of the new type of supership such as the United States or such as the 
proposed new ship ? 

Mr. Frankuin. Under the terms of the 1936 act, 20 years is com- 
puted to be the life of a ship, and subsidy—and I think this is very 
right—subsidy cannot be paid on a ship after she is 20 years of age 
unless there are peculiar circumstances. 

Senator Corron. Pardon me, I may have misled you. From the 
standpoint of national defense, assuming that after the ship has been 
in existence 20 years, and the time comes to dispose of it in some such 
way as you are now discussing for the disposition of the America, it is 
still useful in emergencies as a troopship; it still has uses for how long? 

Mr. Franxuin. I would think easily 40 years. I can give you some 
examples. I would think the Aquitania, the big British ship, 45,000- 
ton ship, was easily 45 years of age before she was retired. 

I would think that if the America was laid up and put in the re- 
serve fleet and dehumidifiers put on her—although I am not an ex- 
pert on this kind of thing—she would certainly be good for 20 years 
more. 

Senator Corron. Thank you. 

The Cuarrman. And our allies during the war used many ships well 
over 20 years old. 

Mr. FranxKLIN. Yes, sir. 

The CHarrMan. Carrying all kinds of troops. The Brazil was one 
example, wasn’t it ? 

Mr. Franxutn. Yes, sir. The Brazil is a very good example. 
Brazil, Uruguay, and Argentina, with the California, Virginia, and 
Pennsylwania; and the California came out in 1925, and she is still 
running. She carried a lot of troops during the war. I think she 
carried about 5,000 troops during the war. 

My father made the contract with Newport News to build those 
three ships. We were running them intercoastal. Of course, she was 
at well rebuilt after the war, but she is still running, very success- 

ully, and she still has the same engines in her that she had orginally. 
There is a very good example, those three ships. 
The Cuarmman. The Senator from Ohio has a question. 
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Senator Lauscue. The fixed price on this steamship, the United 
States, will be $47 million ? 

Mr. Franxuin. Yes, sir. 

Senator Lauscue. Plus 45 percent of the cost of any changes made 
in pursuance to a request on your part but approved by the Maritime 
Board; is that correct ? 

Mr. Franxuin. Yes, sir. 

Senator Lauscur. What is the estimated cost of this ship ? 

Mr. Franxuin. Total cost, equipped and outfitted ¢ 

Senator LauscHe. Yes. 

Mr. Franxuin. About $128 million. 

Senator Lauscur. And that $128 million covers all of the things 
which you will get for $47 million ? 

Mr. Franxuin. Yes, sir. 

Mr. Grezons. Except the fins. It is $130 million with the fins. 

Mr. Franxurn. There is some question about that. 

Mr. Gispons. Maritime so testified. 

Senator Lauscue. What was the price that was paid for the 
America? 

Mr. Franxuin. We paid $11 million for the America. 

Senator Lauscur. And it cost $17 million? 

Mr. FrankKuin. Yes, sir. 

Senator Lauscue. You paid eleven-seventeenths ? 

Mr. Franxuin. Yes, sir. 

Senator Lauscue. And this would be about forty-seven one-twenty 
sixths? 

Mr. FrankKuin. Yes, sir. 

Senator Lauscue. General Franklin, where was the thought origi- 
nated for the building of thisship? Are you able to tell? Did it come 
from the Administration, or the Maritime Commission, or who was it 
that originated the thought that we should now build ? 

Mr. Franxuiw. I think we should go back on that, Senator, to the 
steamship United States. When I came out of the Army and went 
back as president of the United States Lines and came down here to 
Washington to talk with the Maritime Commission, which it was at 
that time, they said to me, “We are not going to discuss with you any 
subsidy on cargo ships until you come up with a replacement of what 
they call line A.” Line A was run before the war by the Manhattan, 
Washington, the President Roosevelt and President Harding, 4 ships 
on a 4-weekly turn. The Manhattan and Washington were getting 
old and had been torn apart. The Manhattan caught fire when she 
was carrying troops, and was beached. And the President Roosevelt 
and President Harding had both been sunk carrying troops. They 
said, “You have to come up with replacements for line A.” We de- 
cided that the best replacement for line A, after giving the matter 
great consideration, was the steamship United States. 

Senator Lauscue. When was it that this was decided ? 

Mr. Franxuin. We discussed this, starting in 1947, and then it took 
about a year to draw the plans for the steamship United States, and 
then it took some time to decide on procedure, and, as I remember it, 
the contract was let in late 1948 or 1949. 

Mr. Grppsons. 1949. 

Mr. Franxurn. Early 1949. We had the America. The America 
had been turned back to us. 
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I think the answer to your question simply is that the Federal 
Maritime Bureau, or the Maritime Commission, very properly in- 
sisted that we come up with a passenger-ship replacement. 

Senator Lauscne. And this isthe replacement ? 

Mr. Franxuin. This is the replacement now for the America. I 
agree. I haven’t quite answered your question. We start with the 

Tnited States. Now the America is out of date. She is over 20— 
she will be over 20 years of age. Very properly, the Federal Mari- 
time Bureau says, “We think you ought to come up with a replacement 
of the America.” 

Senator Lauscne. And someone at the Maritime Bureau said that 
they will not give you any more subsidy on cargo building ships? 

Mr. Franxutn. No, sir. They won't give us any more subsidy on 
the America unless we come up with a replacement. 

Senator Lauscne. And this is the replacement ? 

Mr. Franxkuin. Yes, sir. 

Senator Lauscur. And that talk began when ? 

Mr. Franxurn. The talk on this present ship, I would think, better 
than a year ago. 

Senator Lauscur. Can you tell me whether the administration is 
advocating this? 

Mr. Franxiry. No, sir. 

Senator Lauscur. You have had no talks with the administration, 
as distinguished from the talks with the Maritime Board members? 

Mr. Franky. No,sir. I do my business with the Maritime Board. 

Senator Lauscne. All right. 

The Cuatrman. I think the record ought to show, because the Sena- 
tor from Ohio, did ask a very pertinent question, the difference between 
what you paid for the America, the cost, and the new United States. 
The siren is wider. The America didn’t require anywhere near the 
defense features that will be required in the United States. 

Mr. Franxutn. That isa very good point. 

The CuatrmMan. That is why the spread moves out further. 

Mr. Franxuin. Exactly. That is a very good thing to put in the 
record. 

The CuarrmMan. There is about a $25 million spread, as I figure it. 

Mr. FRANKLIN. It was $25 million in the case of the United States, 
and, in our opinion, it will be nearer $40 million in the case of the ship 
we are discussing. I think that is a very good point, Senator 
Magnuson. 

I think it is well to have in the record that the United States and 
this new ship will be able to pick up 14,000 troops and carry them 
10,000 miles at 33 knots without stopping for fuel and water. That 
is because they have the sanitary arrangements built into them—the 
United States has now, and the new ship will have—and they will 
have the evaporators in, so that these ships can make about 1,000 tons 
of fresh water a day. This was the limiting factor in the case of all 
the ships that we took over, passenger ships we took over in the last 
war to carry troops. We had to put them in the yard for, sometimes 
6 weeks and put in additional sanitary facilities, and particularly 


aaa E 
Senator Lauscue. The point which you earlier made in your testi- 
mony, that on the basis of a $47 million cost you will only have a 
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return of 1.77 percent; you are not urging that now as an argument 
for a further reduction in this price? 

Mr. Franxuin. No, sir. We are committed on $47 million. 

Senator Lauscue. Was that phase of this transaction discussed 
with the Maritime Board and, as a consequence, the price brought 
down to $47 million ? 

Mr. Franxuin. We carried on negotiations with the Federal Mari- 
time Board for about a year, and we could not get together on a 
formula that would result in a sister ship to the steamship United 
States being built and sold to us for $47 million. I have no com- 
plaint, of course, about that. I think that the gentlemen are entitled 
to their opinion. They said, “We have to interpret the law.” 

They came up with a $56 million price, which we just cannot afford 
to pay. In other words, based on the experience with the steamship 
United States, we cannot afford to pay more than $47 million. 

If we have a 10-percent falling off in business—the steamship 
United States grossed last year right on $20 million—if you have a 
10-percent falling off in business, which isn’t much, that is $2 million 
less. Of course, your costs go down very little. All you can get rid 
of are some few men in the steward’s department, and food. That 
is all you save in carrying passengers. If the revenue went down 
$2 million, your entire profit would be wiped out. That is a pretty 
slim margin. 

Senator Lauscuer. They ask for $57 million, and, after discussion, 
you came down to the agreed price of $47 million; is that correct? 

Mr. Franky. No, sir; we never agreed on the $47 million. That 
was the reason that it was decided—of course, these gentlemen can 
speak for themselves—that the only way we could get this new ship 
was through this special legislation which you are now considering. 

Senator Lauscue. That is, the Maritime Administration insisted 
on $57 million, and it was decided that the Maritime Administration 
would not approve a sale for less than $57 million unless the Congress 
did so. 

Mr. Franxurn. I think that is a fair statement. 

What do you say to that? 

Mr. Grepons. Yes, sir. 

Senator Lauscue. Then the position of the Maritime Adminis- 
tration is that, in fairness to the people of the United States and in 
compliance with past conduct, it should be $56 million and not $47 
million ? 

Mr. Franky. That is true, except, on that basis, there is no ship, 
because we can’t go to $57 million. 

Senator Lauscue. I understand that. 

The Cuarrman. I think the record will probably show, and the 
Maritime Administration will so testify, that they came up with their 
figure, and there was no meeting of the minds in between or at the 
figure that they came up with, because these are figures that are 
changed by the Defense Department requirements and conditions and 
everything else. But at one time they did come up with that figure 
or around that. It wasn’t a firm figure, and negotiations went on 
for about a year. 

Mr. Franxuin. Yes, sir. I would like to say this, too: The reason 
that we have been so careful to put into this record the exact earnings 
of the steamship United States, to show you the economics of the sit- 








SUPERLINER PASSENGER VESSELS 27 


uation, is because we want to make certain that it is realized that we 
are being fair about this thing, and we are not trying to get a ship for 
. bargain. I think we are going very strongly when we say $47 mil- 
ion. 

Senator Butter. Hasn’t the GAO backed you up in that contention? 

Mr. Frakurn. Yes, sir. 

Senator Lauscur. You understand that I would like to know what 
[am voting on, what the transactions is. 

Mr. Frankuin. Yes, sir. 

Senator Lauscue. I think it is far better that there is placed into 
the record the background, because you and I and everyone else has 
some accounting to do to the public. 

Mr. Franxuin. I agree with that. I am glad you brought it up. 

The Cuarrman. Are there any further questions of General Frank- 
lin? 

( No response. ) 

The Cuamman. Thank you very much. You will furnish for the 
record the troops the America carried, and make an estimate of what 
it would have cost to put them on British ships. 

Mr. Franxuin. On the basis of the $100 and $125 transportation 
costs. 

The Cuarrman. Yes. Thank you. 

The next witness is Mr. George Killion, president, American Presi- 
dent Lines, Ltd. 

We will be glad to hear from Mr. Killion. 

General Franklin, there is one further question for the record. 

If the Government would take over this new steamship United 
States, they would take it at a $47 million depreciated value, would 
they not ? 

Mr. Frankurn. I think that is an excellent point, Senator. All they 
would have to do is to send us a telegram to deliver the ship at a certain 
place; we would deliver it, and they would pay for it at the depre- 
ciated price. 

The CuHatrmMan. At the depreciated $47 million. 

Mr. Frankurn. We wouldn’t make a dime on it. 

The Cuarrman. Mr. Killion, I will be glad to hear from you. 


STATEMENT OF GEORGE KILLION, ACCOMPANIED BY MATTHEW 
RYAN AND WARNER W. GARDNER 


Mr. Kitx10on. Mr. Chairman, gentlemen, I have a couple of assist- 
ants, Mr. Matthew Ryan and Mr. Warner Gardner, if I might. 

The Cuatrman, All right. 

Mr. Kiriion. I want to, first, express my appreciation and that of 
the American President Lines for this opportunity to appear in sup- 
port of this legislation. Perhaps much of what I might say here from 
my prepared statement has already been very fully and very factually 
covered by General Franklin. 

These vessels that we are asking to be built under this legislation 
will provide urgently needed military transportation capacity, as well 
as to discharge effectively the commercial requirements for the Ameri- 
can merchant marine in these two oceans—the Atlantic and the Pacific. 

We do not believe, gentlemen, that these vessels can be built without 
legislation such as that now under consideration. 
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For your information, American President Lines operates four 
services on essential trade routes approved by the United States Mari- 
time Administration. 

One is a trans-Pacific passenger service, a trans-Pacific freighter 
service, a round-the-world service, and a service between the Atlantic 
and California and Indonesia and Malaya. We employ 24 vessels in 
these 4 berth services. 

Gentlemen, all of our ships were built in the United States by 
American labor and are ope rated under the American flag with 
American officers and crews. Under the terms of the Merchant Marine 
Act of 1936, as amended, our company receives operating differential 
payments covering the additional cost—not all of it, but. part of it— 
most of it—to us of the American labor and materials over and above 
that paid by our foreign competition, and we have plenty of foreign 
competition. 

As you know, the United States requires steamship operators, sub- 
ject to operating differential subsidy contracts, to maintain a modern 
fleet. We are accordingly required to contract this year for a pas- 
senger liner to replace the 18-year-old steamship Pr esident Hoover in 
the trans-Pacific service, subject, of course, to a satisfactory showing 
of economic feasibility of such a replac ement. 

I should like to emphasize that we are not here to ask help on our 
general vessel-replacement program. We have demonstrated our 
ability and willingness to carry it out on the ordinary terms of the 
Merchant Marine Act of 1936. 

American President Lines, since it was acquired by private op- 
erators, by private owners 5 years ago, has accomplished what | 
believe to be the most extensive vessel program of any United States 
flag operator since World War II. We have purchased from the 
United States and extensively improved 3 passenger vessels and 8 
Mariner-type freighters, and have, last February, entered into a 
contract to construct 2 improved Mariner-type freighters. They are 
now known as Sea Racers. The total cost to American President 
Lines—the cost to the company itself— of these 13 vessels, with their 
improvements, is about $83 million. Our present program covers 
24 ships, and a company obligation, the obligation of American Presi- 
dent Lines, is well over $1: 50 million. We do not anticipate that the 
freighter program alone, any more than our past freighter program, 
will require any assistance beyond that aliadly provided in the Mer- 
chant Marine Act of 1936, as amended. 

We now operate three vessels in the trans-Pacific passenger trade. 
These are the President Cleveland and President Wilson, which are 
now something over 10 years of age, and the steamship President 
Hoover, which is now 18 years old and must be replaced. 

This new superliner, as the Cleveland and the Wi/son, will follow 
the itinerary of Los Angeles-San Francisco—Honolulu-Yokohama- 
Kobe—Hong Kong—Manila, and return by the same route. This, 
gentlemen, is the Governments essential trade route for passenger ves- 
sels operating between the Pacific coast and the Orient. The call 
at Hawaii is traditional, is indispensable both for the success of the 
superliner and for the ocean-transportation needs of the people of 
Hawaii to and from the Orient; it is also a useful additional passenger 
service in the California-Hawaii trade. 
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While we carry a modest number of passengers—and I emphasize 
a modest number—between California and Hawaii, our service de- 
pends upon the traffic to the Orient and is directed only toward it— 
mainly toward it. On such passengers as we do carry between Cali- 
fornia and Hawaii there is a double-subsidy deduction, and I should 
like to emphasize that. Both operating and construction subsidy 
payments are reduced in the proportion of domestic to foreign traffic 
passengers so that we are on the same basis for domestic traffic as a 
wholly domestic carrier. 

Carefully conducted passenger traffic studies have demonstrated 
to our satisfaction that in 1962, when this new superliner will enter 
operation, the number of persons desiring to travel between the west 
coast of the United States and the Orient will be more than sufficient 
to provide customers for all the air and ocean carriers. In the post- 
war period, the number of passengers carried across the Pacific by 
air has more than tripled. It has gone up very sharply in the last 
2 or 3 years. The Japanese airlines have come in recently and added 
additional airplanes. Airlines have been able to expand and improve 
their equipment to meet the rapidly growing demand, while steam- 
ship companies have not been able to keep pace. 

The Pacific liner covered by this bill has been designed by Gibbs 
& Cox, leading designers of large ships. They designed the super- 
liner United States. I understand that they are now designing the 
replacement for the America. They work in close cooperation with 
the Maritime Administration and the Navy Department. The vessel 
will be, for your information, 43,000 tons, designed speed of 26 knots, 
with additional speed available under military conditions. The 
length of the ship will be 908 feet, passenger accommodations for 
1,450, and space for a moderate amount of express cargo. We have 
issued plans, gentlemen, and specifications and invitations to bid on 
this vessel on April 23 of this year. 

This ship has been tentatively named the steamship President 
Washington. The superliner will meet or surpass the competition of 
any vessel built or now building for the Pacific trade. I am sure that 
you are all aware of the fact that the British now have under con- 
struction two ships for Pacific use which will be comparable in size 
and speed. The Japanese, as Senator Magnuson pointed out earlier, 
are considering the construction of two ships in the same class. And 
I have heard that they have legislation pending before the Diet for 
that purpose. 

With the best equipment, safest, and we believe the finest ship in 
the Pacific, we are confident that the steamship President Washington 
will be the blue-ribbon ship for the Pacific just as the steamship 
United States is the blue-ribbon ship of the Atlantic, and as its pro- 
— new sister ship will hold equally high the prestige of this 
Nation. 

I am not the witness, gentlemen, to whom you will look for explana- 
tion of the national defense value of this superliner. But it is evi- 
dent that a superliner, capable of rapid conversion to carry 10,000 
troops at a speed which will give reasonable safety against submarine 
attack, is a definite asset of enormous value. It was so viewed by 
Vice Admiral Wilson, Deputy Chief of Naval Operations (Logistics) 
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The heart of his testimony was reprinted in the House committee 
report and part of his statement was read earlier by General Franklin. 
He said in part: 

Both of these new ships will significantly reduce our qualitative deficiency 
in troop-transport potential. Their earliest completion will, therefore, make 
an important contribution to improving our national-defense posture. 

In the event of a national emergency, the military would have an immediate 
need for a number of troop transports. Depending on the gravity of the situ- 
ation and the time factors involved, this need might not be met by ships now 
available to us. 

While it has been argued by some military commentators that troop 

transports have less importance in this age of strategic bombing and 
intercontinental missiles, the very best authorities, including the Joint 
Chiefs of Staff, have held strongly that they are in great need. Ad- 
miral Radford, former Chairman of the Joint Chiefs of Staff, in an 
appearance before the House Appropriations Committee on the de- 
fense budget, vigorously supported the need for troop transports, 
pointing out that— 
perhaps more high-speed transport would do more for mobility than the same 
amount of money spent on airplanes. 
And I am not deriding the airplane. Certainly in World War II we 
found to our great cost that we were sadly lacking in troop transports. 
For the record, I want to repeat something which Senator Butler 
mentioned earlier. Aside from the billions spent on ship construc- 
tion and expanding ship-construction facilities, we must remember 
that over $100 million of charter hire was paid for the use of the steam- 
ship Queen Mary, the steamship Queen Elizabeth, and the steamship 
Aquitania. And perhaps many more hundreds of millions were spent 
for the hire of other vessels of other nations, which information I do 
not have. 

Senator Burier. Mr. Killion, may I say that the maritime attaché 
of the British Embassy questioned that figure of $100 million. But 
I can assure you that that is a very close figure. He did not give the 
figure that was actually paid, but that figure is substantially correct. 
It was approximately a hundred million dollars. 

Mr. Kitur0on. That is what I understand, too. 

Senator Burier. They did question it. I want the record to show 
that it had been questioned by the British Admiralty. 

The Crarmman. I think we ought to add, too, that although we had 
the Queen Mary, the Queen Elizabeth, and the Aguitania during 
World War II, there is not much assurance that we will have some of 
these ships if something else happens. 

Mr. Kitii0n. That isa very good point. 

The ship intended for operation in the Pacific Ocean will be—and 
I would like to emphasize this—the first American passenger liner 
designed and built specifically for the Pacific Ocean service in nearly 
30 years. The last vessels designed and built for this service were the 
steamship President Hoover and the steamship President Coolidge, 
were were completed in 1930 and 1931, respectively. And that is 
the old Hoover, not the President Hoover that we are now operating. 

The President Hoover at that day was a casualty of the Japanese 
and Chinese war, having been bombed and later run aground on a new 
course made necessary by the fighting. The President Coolidge was 
a wartime casualty in the South Pacific. The American President 
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Lines owned or had under construction at the beginning of the war 
20 ships when World War II threatened. All 20 of these ships went 
to war and only 3 were returned. 

At the start of the Korean war our company had three fast pas- 
senger-cargo vessels under construction. We entered into agreements 
with the then Maritime Commission to build what we termed at that 
time V-2000’s. The President Jackson, President Adams, and Presi- 
dent Hayes were launched at Camden, N. J., by the New York Ship- 
— Corp. At the commencement of the Korean war the ships 
were taken from us and they have been retained in service by the Navy 
since that date. 

They were found essential, of course, for military service. In fact, 
the pressing need for passenger-type vessels mentioned by the Navy 
Department in connection with this bill is a repetition of a note 
sounded many times in recent years. 

Cost estimates on the basis of our plans and specifications, now in 
the hands of the shipyards, were prepared with the assistance of our 
naval architect and shipbuilding companies, and they were checked 
and increased slightly by the Maritime Administration. They re- 
sulted in a well-substantiated figure of $76 million for the commercial 
ship necessary for our trade route. 

s we informed the House committee, it is just not possible to build 
such a ship under the existing law and policy and make a return on 
our conitad antaimalte employed which justified this investment. At 
the request of the House committee, the Comptroller General of the 
United States checked our computations, as he did the computation 
furnished by the United States Lines, based on projections of oper- 
ating costs and revenues which he termed “reasonable” and verified 
our conclusion that under existing law and policy such a ship would 
earn 2.9 percent on our capital necessarily employed in its operation. 

As you know, capital necessarily eailagel is the owner’s down- 
payment on the vessel, the equity in the vessel, and the interest paid 
during construction, and necessary working capital. It does not in- 
clude mortgage debt. The investment would, moreover, produce a 
loss in the early stages, in the early years of its life, and a small profit 
only when the mortgage debt had been substantially amortized. 

The Comptroller General computed the return on capital neces- 
sarily employed, at the specified purchase price of $34 million, and 
with a 314-percent Government mortgage. His report to the com- 
mittee gave 8.01 percent as the rate of return on capital necessarily 
employed over the 20-year life of the vessel. This is a figure well 
below the 10 percent which the Merchant Marine Act of 1936 allows 
before Government recapture of profits sets in. 

The Congress has a proper concern to be sure that arrangements 
authorized in the national interest do not provide windfalls or un- 
usual benefits to a private company. The pending bill provides, 
against the chance that profits over 10 percent on the capital neces- 
sarily employed in these ships might be realized, that 75 percent of 
any such profits will be recaptured by the Government. The regular 
subsidy recapture, you know, is 50 percent. In this particular case, 
in order to be sure that the Government’s interest was properly pro- 
tected, it was written into the House bill that 75 percent would be the 
recapture amount. 
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The other 25 percent, should such unexpected profits develop, does 
not go to the operator but is sequestered in a joint fund with the 
Government, the principal use of which is in the purchase or construc- 
tion of replacement vessels. 

I should add that our revenue estimates have assumed no interrup- 
tion or substantial decline in Pacific travel. It does take into account 
the percentage of increase which has been based upon our studies of 
the past increases over the last 10 years. Our estimated net profit 
for a year on the Pacific ship is only a little more than one-half of the 
gross revenue on a single voyage. Thus, a single voyage which failed 
to develop sizable passenger traffic could wipe out a year’s earnings. 
This point, I am happy to see, was very strongly ctaphainiant by Gen- 
eral Franklin in his testimony. 

The committee has before it both S. 3519 and H. R. 11451. The 
only difference between the two is a phrase in H. R. 11451 which al- 
lows an alternative method of computing the price as “45 percent” of 
the domestic construction cost. The history of this legislation is that 
both ships were needed, that neither ship could be built under exist- 
ing law and policy and show a reasonable rate of return on capital 
employed, or a rate of return which would justify a prudent busi- 
nessman in making such a large capital investment. The prices of 
$47 million and $34 million, respectively, were arrived at as prices 
which gave reasonable prospect of a satisfactory return on invest- 
ment, and yet provide these ships in time of national emergency. 

A safeguard was placed in the bill against the unlikely possibility 
that profits over the 10-percent standard of the Merchant Marine Act 
might be earned. The principle is one of reasonable return, as 
checked with profit projections reviewed and verified by the Comp- 
troller General of the United States. The reasonable return was 
computed on the $34 million price, not on the shifting results of a 45 

ercent formula. American President Lines feels that the insertion 
of the “45 percent” alternative in the House bill is unnecessary and 
could serve only to change the principle of the legislation. We there- 
fore respectfully suggest that the aim of the legislation is better 
achieved by the Senate bill as written. 

One of the aspects of this legislation which has assumed much 
greater importance in recent months is its effect on employment. It 
will provide between 50 million and 60 million man-hours of em- 

loyment. Further, this employment is spread geographically far 
ond the borders of the States in which the ships are built. 
Roughly half of the cost of these ships will be spent for material and 
equipment going into the ships. These will come from virtually 
every State in the Union. The purchase orders will start going out 
promptly upon signing of the construction contract. And I am told 
that in regard to the replacement for the America, they will go out 
almost at once. They are ready to move. 

The CHAIRMAN. For the record, the United States Lines have let 
a contract, as I understand it, subject to legislation 

Mr. Kiixi0on. Subject to legislation ; yes. 





The Cuatrrman. But that the American President Lines has not 
let a contract yet, but that you have asked for bids, and plans and 
specifications have gone out. So that bids could be brought in almost 
immediately if the legislation passes ? 

Mr. Kinxr0on. That is correct; yes, sir. 
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The Cuarrman. And work could start fairly reasonably soon? 

Mr. Kituion. I might add, Senator Magnuson, that American 
President Lines and the naval architect, Gibbs & Cox, sent prelim- 
inary plans and specifications several months ago to the major ship- 
yards of the country to check and recheck these specifications. 

Last month we sent to the shipyards the finished plans in order 
that we could be ready at an oe date should this legislation pass 
and be approved by the President and funds should become available 
to commence work. It will take a very short time. 

I should like, if I may, to give a short summary of the legislation 
under discussion. 

1. The two ships will serve the Nation as modern, high-speed pas- 
senger liners immediately available for a eee troop transporta- 
tion in any emergency. They are essential to the foreign commerce, 
National defense, and international standing of the United States. 

2. The vessels cannot be built and operated successfully under the 
terms of the Merchant Marine Act of 1936 as it now stands and is 
administered. To my mind the 1936 act is being very ably admin- 
istered under the direction of the present administrator, Mr. Morse, 
und the members of his board and the staff. 

3. The vessels can be built and operated with a reasonable prospect 
of success under the terms of the legislation before your committee 
today. 

4. Tf and when the vessels are built and sold under the terms of 
the legislation before you today, the steamship companies will, with 
good management and careful husbandry, and a bit of luck, too, earn 
a modest return, well within the statutory allowances of the Merchant 
Marine Act of 1936. 

I am grateful that this committee has been able to find the time and 
to give its attention to these superliners at this busy period of an 
important congressional session. In return, I promise the committee 
that American President Lines will do all within its power to insure 
that the Pacific superliner will be a superb addition to the Nation’s 
merchant marine and a source of great prestige to this country in 
the Pacific Ocean. Even more, I can assure you that the operation 
of the vessel will always be controlled by the overriding fact that it 
is a part of the essential survival equipment of our Nation. It is a 
public trust which we are proud to discharge to the best of our ability. 

Thank you. 

The CHarrman. On the original plans for the superliner, was the 
speed changed by the Maritime Board or was it suggested that you 
have a higher speed ? 

Mr. Kitii0on. We discussed for a long period of time various speeds. 
We submitted some plans on the 23-knot, the 26-knot, the 28-knot, and 
the 31-knot vessel. And of all the designs, the 26-knot ship that is 
now covered seemed to offer the very best in terms of results and 
in terms of cost and in terms of earning capacity. 

It was checked very carefully with the military. If my memory 
serves me correctly, the Federal Maritime Board did not view too 
favorably the 23-knot ship or a 21-knot ship. They thought a faster 
ship within the pone of 26 knots would meet the national require- 
ments. So, we finally settled on this ag 3 

When you attempt to increase a ship from 26 knots to 31 knots or 
32 knots, you enter into a new type of construction. You put in 
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another engineroom, you have 2 more shafts, 2 more propellers, and 
your cost goes up very sharply, and your earning power goes down 
sharply. That is why we have hit a balance of this ship here, and 
we understand that this ship is acceptable to the Na partment. 

The Cuarrman. Is it not correct—and, of semen at Morse can 
testify to that himself—on many occasions and on all new ship con- 
struction the Navy Department has made suggestions to the Maritime 
Board in these cases to increase the speed of the ships for obvious 
defense purposes ? 

Mr. Kiiuion. Yes. 

The Cuarrman. For the record, suppose that General Franklin 
wanted to operate the steamship United States in the Pacific and 
you wanted to operate the President Washington in the Atlantic; what 
would happen? How could that be done, or could it ever be done? 

Mr. Kriu10n. I imagine it could be done with the authority of the 
United States Maritime Board. 

The Cuarrman. In other words, there would have to be public hear- 
ings and the Board would have to unanimously approve, so that you 
are limited to your proposals in this particular ak 

Mr. Kiiu10on. That is correct, sir. 

oy CuairmMaNn. Is there any trade-in proposed on your proposed 
ship ! 

Mr. Kiix10on. On the Hoover? 

The Cuarrman. On the new one. 

Mr. Kitu10n. No. We hope to dispose of the Hoover. 

The Cuatrman. She is 18 years old? 

Mr. Kiiiion. She is 18 years of age. 

The CuatrmMan. She will go off subsidy in 2 years? 

Mr. Kiron. She actually is on schedule to go off subsidy, I think, 
about the middle of next year. And we are behind schedule, there- 
fore, in respect to the construction of the superliner. 

The Cuatrman. So that in some sense this is not an addition to your 
fleet ; it is a replacement ? 

Mr. Kiron. It is a replacement, sir. 

I would like to add, if 1 might—— 

The Cuarrman. Which under the Maritime Act, the Maritime dec- 
laration of policy in the 1936 act, pretty much dictates to operators who 
get subsidies under the Government that they make every attempt to 
make replacements ? 

Mr. Kiiu10n. That is right, sir. 

The Cuarrman. And if they do make replacements, they should be 
modern, in some cases, larger ships and faster ships, consistent with 
technological advancements in the maritime field. 

Mr. Kuuton. That is right. 

The Cuarrman. All operators under subsidy would feel it their duty 
under the Maritime Act to do everything they can to make these 
replacements consistent with the economies of their companies. 

r. Kizx10n. I might add that we are required, under the terms of 
our operating subsidy contract, to build this ship. We operate, as I 
said, the Cleveland and the Wilson. Our contract calls for the oper- 
ation of three vessels in the transpacific trade, known as trade route 
29-E. The Hoover, I say, will be 20 years of age very soon. It is an 
old ship that was operated in the New York to Panama service, for- 
merly known as the steamship Panama. 
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I want to add one remark. Very able counsel reminded me that 
the Hoover goes off subsidy in 1961. 

The Cuarrman. How old are the other ships of your passenger fleet, 
the average age ? 

Mr. Kinrion. The Cleveland and Wilson are each 10 years of age. 
The Cleveland went into service in December 1947. The President 
Wilson went into service in May 1948. 

The CuarrMan. Does the $34 million price include stabilizers ? 

Mr. Kitxton. To the best of my memory; yes. 

The Cuarrman. Who can answer that ? 

Mr. Kinx10on. Mr. Ryan. 

Mr. Ryan. It is supposed to include the stabilizers and defense fea- 
tures. 

The Cuatrman. How much will the total cost of the U. 8. S. Wash- 
ington be? 

Mr. Ryan. It has been computed at $76 million, domestic cost. 

The Cuatrman. How much of that is defense features ? 

Mr. Ryan. That isthe domestic cost of the commercial vessel. 

The Cuamman. What percentage would be defense features in- 
volved in there ? 

Mr. Ryan. I do not have that exact figure. 

The Cruarrman. Some of that is yet to be worked out under an 
escalator clause ? 

Mr. Warner. It is my understanding, Senator, that the $76 million 
figure covers the commercial ship built to high standards with defi- 
nite requirements in mind. 

The CuammMan. Speed and other things? 

Mr. Warner. But before the Navy Daneetnaie has specified the 
additional defense features which it will want and which under the 
1936 act will be paid 100 percent by the Government. 

The Cuatrman. I assume, like the United States Lines, that you 
have computed this $34 million figure, there have been negotiations 
and discussions, and you have computed that down about as much 
as you can shave it. 

Mr. Kitu10n. Right, sir. 

The Cuarrman. And apparently the Comptroller General said that 
you have computed it about as much as you could shave it ? 

Mr. Kittion. He said our computations were reasonable. 

The Cuarrman. To have a ship at all you would have to get some- 
where in this neighborhood ? 

Mr. Kititon. Yes, sir. 

The Cuatrman. Are there any further questions of Mr. Killion ¢ 

Senator Lauscue. I did not hear the questions that were put. Fol- 
lowing up the thoughts which I had in mind when General Franklin 
was testifying, for how long have you been negotiating with the 
Maritime Commission, on what wield be a fair price for you to pay? 

Mr. Kiix10n. Senator Lausche, if I might go back just a little, as 
to how long we have been negotiating, during the war, or immedi- 
ately prior to the war, we lost the steamship President Hoover and 
the steamship President Coolidge. Those ships wee not replaced 
actually until the President Cleveland and the President Wilson went 
in service in 1947 and 1948, and they were not designed as passenger 
ships. They were converted troop transports known as P-2 trans- 
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ports. They were recognized by the then Maritime Commission as 
interim vessels. 

In order to meet the requirements of the trade at that time we also 
operated two troop transports known as the General Vorden and the 

eneral Miggs. So we had four ships. 

We were in constant negotiation with the Maritime Administra- 
tion—the Maritime Commission at that date—to replace these ships. 
So actually, and factually, we have been in negotiation for a period 
of almost 10 years looking toward this. 

Senator Lauscue. Was it the Maritime Commission that initiated 
the thought that these liners should be built ? 

Mr. Kiiuton. Yes, sir. 

Senator Lauscue. And following their initiation of the thought, 
you had discussions with them. Then, it came down to the task of 
fixing the price? 

Mr. Kitx10n. That is right. 

Senator Lauscue. Is this price of $34 million the price upon which 
the members of the Commission or their representatives and you 
agreed ? 

Mr. Kiixi0n. I want to say this: 

Senator Lauscue. Did they feel that it should have been more 
than $34 million ? 

Mr. Krtx1on. No. I will tell you, as a mater of fact, we submitted 
to the Maritime Administration our studies in relation to this ship. 
We don’t have—we didn’t have, and we expect to have, however, and 
within a few weeks—a firm bid from a shipyard. We did submit to the 
shipyards tentative plans and specifications in order to gain a definite 
price, what we thought the ship would cost. We had checked it with 
the Engineering Division of the Maritime Administration, and it was 
estimated that the ship would cost, we felt, about $74 million, and 
the Maritime Administration 

Senator Lauscue. When you estimated you specifications, did they 
include the type of armor and fortification that the Navy wanted? 

Mr. Kiix10on. To a degree. We understand that the Navy is now 
studying our specifications. 

Senator Lauscue. The price of $76 million was to equip and build 
a ship for the use that you intended to make of it ? 

Mr. Kinx10n. Right. 

Senator Lauscue. And that $76 million does not include what other 
costs will be entailed to fortify it in a manner desired by the Navy? 

Mr. Kitx10n. Well, it could or could not, Senator Lausche. I don’t 
know what the Navy—they will speak for themselves. 

Senator Lauscue. But the fact is that the plans and specifications 
upon which a $76 million estimate was made were those which you 
submitted ? 

Mr. Kirxron. Senator, we checked these plans and specifications 
with the Navy Department. 

Senator Lauscue. With the Navy? 

Mr. Kiix10n. Yes, sir. 

Senator Lauscue. You might answer this, then. Do the present 
plans and specifications meet what the Navy wants in that ship? 

Mr. Kirx10n. I would say, Senator, that the Navy will have to 
answer that question. 
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Senator Lauscue. Then the Navy did not, in going over your plans 
and specifications, place into them those things which they want ? 

Mr. Kiu10n. I understand, Senator, that they placed in these 
plans and specifications certain things, certain requirements. Whether 
it meets all of these requirements the Navy testimony will have to 
answer. Vs 

Senator Lauscue. Then, you cannot say at this time that $76 mil- 
lion is the cost that will be entailed ultimately, because the Navy 
may want more than what you have got in the ship? 

Mr. Kitx10on. They may and they may not, Senator. They may 
and they may not. As far as we are concerned, it would be. 

Senator Lauscue. Is the $34 million price the one fixed in your 
negotiations with the representatives of the Maritime Administra- 
tion ? 

Mr. Kiiuion. We have advised the Maritime Administration 

Senator Lauscur. You have not answered my questions. Is that 
the price that you have agreed upon ? 

Mr. Kitxiron. No. 

Senator Lauscue. What did the Maritime Commission ask ? 

Mr. Kitx10n. We didn’t agree on any definite price with the Mari- 
time Administration. We advised the Maritime Administration that 
we could not pay more than $34 million. 

Senator Lauscnr. What did they say that you ought to pay if they 
fixed a price ? 

Mr. Kiixi0n. You see, the Maritime Administration, Senator, does 
not negotiate a price. <A price is arrived at on the basis of a submis- 
sion of plans si. specifications toa shipyard. That isthe price. The 
purpose of this legislation—— 

Senator Lauscue. General Franklin testified that the Maritime 
Commission suggested that the price on their ship should be $56 mil- 
lion. General Franklin said that from the standpoint of economics 
and operating it, they couldn’t afford to pay $56 million. They, there- 
fore, came to the Senate. I want to find out if you are here on that 
same basis. 

Mr. Kixxion. Senator, we didn’t negotiate a price with the Mari- 
time Administration. We were on this basis, and in this posture with 
the Maritime Administration: We had submitted tentative plans and 
specifications to the Engineering Division. They were then sub- 
mitted also to the Navy Department. They were also submitted to 
various shipyards in order to get a price. The price was arrived at 
on the basis of competitive bidding. The policy of the Administra- 
tion at that time, and it is now, was to finance these vessels with pri- 
vate funds. We have financed two vessels with private funds, now 
under construction, called Sea Racers, and a contract was just signed 
recently, at 514 percent interest. So, we advised the Maritime Admin- 
istration that if we were forced to finance the construction of this new 
superliner at 514 percent, we could not build it, it was just impossible, 
it would put us in the red and it would break us. So, therefore, we 
came before the Merchant Marine Committee of the House and asked 
for legislation to make it possible to construct this ship, as permitted 
under the Merchant Marine Act of 1936. 

25739—58——_6 
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Senator Lauscur. The Merchant Marine Act of 1936 provided that 
you shall be subsidized in an amount equal to the difference in the 
cost of building it here with our labor, compared with that of cheap 
foreign labor; is that right ¢ 

Mr. Kitxr0on. That is right, sir. 

Senator Lavscu. And is it under that same plan that this pro- 
ceeded ? 

Mr. Kitii0on. Senator, there is a provision in the act, as I under- 
stand it, in respect to construction of passenger ships, and I wish I 
had the act here to read to you. 

Senator Lauscur. This formula of price does not follow the pro- 
visions of the Maritime Act of 1936, does it ? 

Mr. Kixxiton. Oh, yes, it follows it in principle. 

Senator Lauscue. In principle ¢ 

Mr. Kinuron. Yes. 

Senator Lauscur. You say it does follow it? 

Mr. Kiiuron. Yes. 

Senator Lauscne. The $34 million price is in conformity with the 
provisions of the 1936 act 

Mr. Kitz10n. No. That is why we are here, Senator, to ask for—— 

Senator Lauscue. That is what I want to find out. Why are you 
here ? 

Mr. Kitzi0on. We are here because the 1936 act permits the payment 
of a construction differential subsidy in the amount of 50 percent. 
Our computations—all of our arithmetic—were submitted to the 
Comptroller General by the House committee. We advised that on 
the basis of the return then allowed—I read it in my report—of around 
2 percent we could not build a ship and operate it successfully. And 
then, they wanted it for national defense in the Pacific. So, there- 
fore, we then came up with a price of $34 million, which was 55 per- 
cent of the domestic cost. 

Senator Lauscue. Under the 1936 act the limit was 50 percent. So 
we are to now amend the act of 1936 for the purpose of building these 
2 ships, by allowing you to get 55 percent; is that it ? 

Mr. Kitz10N. That is what it amounts to. 

Senator Lauscur. We are not amending the act, but that is what 
we are doing. So, the Maritime Commission says we cannot give you 
this. If you are to get it you have to go to Congress to get that extra 
5 percent; is that correct ? 

Mr. Kiti10n. Otherwise. we couldn’t build the ships. 

Senator Lauscur. What would you have had to pay for the ship if 
the 1936 act would have applied ¢ 

Mr. Kitiion. What would we have had to pay? We do not know 
until the ship has been submitted to a shipyard for competitive bid- 
ding. But I would say that it would depend, of course, Senator 
Lausche, upon what 

Senator Lauscur. It would be 5 percent of $76 million, isn’t it? 

Mr. Kiiit0on. Let me finish now. 

Senator Lauscue. All right. 

Mr. Kitxuion. We would pay an amount based upon the construc- 
tion subsidy that would be allowed by the Federal Maritime Board. 
It could have been all the way from 43 to 50 percent, or 40 percent. 
On the basis of the two ships we are now building, with private funds, 
I think we are getting a construction differential subsidy in the neigh- 











SUPERLINER PASSENGER VESSELS 39 


borhood of 45 percent. These are two freighters, not passenger ships. 

Senator Lauscue. I still do not understand why you are here. 

Mr. Kiixi10n. I am here, Senator, because we are required, under 
the terms of our contract, to build a passenger ship for the Pacific 
trade, and we cannot build it under the act with private financing at 
5 or 514 percent interest. If the Navy, in the interest of national 
defense, wants this ship—and they say they do—in order to meet the 
terms of our operating subsidy contract, we are required to build 
the ship, then we cannot do so unless we have special aid in the form 
of this legislation. 

Senator Lauscne. That is it. You want special aid through this 
legislation giving you help different than provided by the act of 1936? 

‘Mr. Kunxton. | might delete the word “special.” In my mind this 
ship is in the national interest. The N: avy had said so. 

So we cannot build it, and I do not propose, as president of the 
American President Lines, to come before the Maritime Board or the 
Congress and ask for anything unless it can be supported in the na- 
tional interest and what a prudent businessman would do. 

Senator Lauscue. I am not arguing the propriety of what you are 
asking. But what I am trying to establish is that to buy this ship at 
$34 million, you must. have this act passed, because you cannot get 
it for $34 million under the present provisions of the 1936 Maritime 
Act? 

Mr. Kin1i0on. That is right. 

Senator Lauscue. That is good enough. Thank you. 

The Cnatrman. And I might add that the 1936 act was based upon 
conditions at the time which are entirely different than this, and 
based not upon the construction of superliners, which is an entirely 
different type of ship, and based not upon the fact that national de- 
fense features change from time to time. That is why there are esca- 
lator clauses in every contract, because you do not know exactly. And 
these are two special types of ship. I do not think we could ever build 
any superliners within the literal framework of the 1936 act, because 
it was passed at a time when the conditions were different. 

Mr. Kiiz10n. That is right. 

The Cuarrman. I do think the Maritime Board has a little more 
leeway in the 1936 act than they think they have. But that is a matter 
of opinion, 

Mr. Kiiui0n. I am sorry, Senator, that you were not here when I 
read my testimony. I covered certain points. 

Senator Lauscue. I will read it, Mr. Killion. I will read the whole 
document. 

The CratrmMan. I might say again for the record, Senator Lau- 
sche—we did put it in the record, but I do not think you were here— 
we specifically, in the act, in section 212, say : 

There may be constructed by or with the aid of the United States, express 
liner or superliner vessels comparable with those of other nations, especially 


with a view to their use in national emergency, and use in connection with or in 
lieu of suth vessels of transoceanic aircraft service. 


And we— 


direct the Board to collaborate with vessel owners in developing plans for the 
construction of these vessels of a modern, economical type. 
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So, we practically lifted the broad formula, which applies mainly to 
cargo vessels in the 1936 act, and said that these cases should be made 
specifications. That is what the act directs. 

Mr. Kitx10n, That is right. 

The Cuatrman. That is what causes the difference, Senator Lau- 
sche, and why they are here under the broad formula, and that is why 
that section is inthe act. It allows quite a bit of leeway. 

Mr. Kitxt1on. The American President Lines, as I read this, has 
already embarked upon a vessel replacement program involving 13 
vessels not involved in this legislation, at a cost to us—with their im- 
provements—of about $83 million, and our whole vessel replac a 
program covering 24 ships involves a company obligation, an oblige 
tion to American President. Lines itself, of over $150 million. 

Senator Lauscne. Those replacements were all worked out in con- 
formity with the 1936 act and with the final approval of the Mari- 
time Administration 

Mr. Kiiuton. That is right. 

Senator Lauscue. Under that 1936 act you are guaranteed a reim- 
bursement for the difference in costs that you have to pay for Amer- 
ican labor from that paid by foreign competitors; is that correct? 

Mr. Kitx10n. That is correct. 

Senator Lauscue. And you are also subsidized fully in the dif- 
ference in the cost of building your ships with American labor com- 
pared with that of foreign labor ’ 

Mr. Kitx1i0n. That is right. 

Senator Lauscue. But that aid in respect to these liners was not 
adequate and, therefore, we are here with these bills ? 

Mr. Kinuron. That is right. It was not adequate. 

The Cuarrman. That isa very good statement. 

Mr. Kitxr1on. It isa very good statement. 

Senator Lauscue. Thanks, very much. 

Mr. Kitxion. Thank-you, very much. 

Thank you. 

The Carman. Are there any further questions of Mr. Killion? 

(No response. ) 

The CHatrman. Thank you very much. We appreciate your 
coming. 

Admiral Wilson, we will be glad to hear from you. 

Admiral Wilson is the Deputy Chief of Naval Operations for 
Logistics, which are directly involved with these matters. The ad- 
miral testified in the House and has been quoted here. I am sure 
he has something valuable to say. 


STATEMENT OF VICE ADM. RALPH E. WILSON, USN, DEPUTY CHIEF 
OF NAVAL OPERATIONS FOR LOGISTICS; ACCOMPANIED BY CAPT. 
CASSIUS D. RHYMES, JR., USN, ASSISTANT HEAD, TRANSPORTA- 
TION AND PETROLEUM BRANCH, OFFICE OF CHIEF OF NAVAL 
OPERATIONS 


Admiral Wixson. Mr. Chairman and members of the committee, I 
am Vice Adm. Ralph E. Wilson, Deputy Chief of Naval Operations 
for Logistics. As a witness for both the Navy Department and the 
Department of Defense, I appreciate this opportunity to discuss bills 
S. 3519 and H. R. 11451. My purpose is to point out the importance 











SUPERLINER PASSENGER VESSELS 41 


of the proposed passenger ship construction in relation to our national 
defense needs. 

The current international environment requires that our nation be 
able to respond immediately to any emergency that may be forced upon 
us. This may be general war, limited war, or the protection of world- 
wide American interests under tense conditions short of actual conflict. 

The worst circumstance we envision is all-out war—a war initiated 
without warning by nuclear attacks on primary targets in the United 
States and unrestricted submarine warfare against shipping. In this 
situation the continued operation of essential merchant shipping will 
become a matter of utmost importance. 

The normal dispersed pattern of shipping provides a good chance 
that a substantial number of ships will survive an initial nuclear on- 
slaught. Immediately thereafter all operable merchant ships will be 
sorely needed. Many vital transportation tasks must be done. These 
involve military followup operations, continued support of allies, and 
our own economic rehabilitation. Heavy damage to industry may 
preclude timely augmentation of shipping. We will have to carry 
on with what we have on hand. 

Whether engaged in all-out war or limited war, ultimate victory 
will depend upon our ability to project our military power overseas 
and support our allies in sustained combat operations. The trans- 
portation task will heavily tax sealift and airlift resources. 

Military airlift is most valuable for the priority movement of suit- 
able small loads. However, military and commercial airlift com- 
bined will be neither adequate for nor adaptable to the massive move- 
ment of large organized forces and the transport of materials in huge 
volume. The great bulk of supplies, equipment, and people must move 
in merchant-type shipping. Maximum teamwork between the mer- 
chant marine and the Navy will be required. 

The Navy must maintain indisputable control of the high seas and 
keep the sealanes open. In the event of general war it will be a tough 
job. The Navy’s assigned mission has grown increasingly complex 
with the advance of technology and the size of the enemy threat. The 
Soviets have amassed the largest submarine force in world history— 
more than 450 submarines of increasingly modern design. In con- 
trast, the Germans had only 57 submarines in operation at the start 
of World War II. 

Weare faced with a grave submarine menace. This potential threat 
receives our constant attention. Within the limits of funds available, 
the Navy is placing maximum emphasis on a balanced and effective 
antisubmarine system which will fight the enemy submarines from 
the air, from the surface, and from under the sea. 

In the event of general war, the Navy will immediately undertake 
to destroy enemy submarines where they are built or based and to 
search out and destroy them at sea. Movements of essential shipping 
will require not only protection, but close control, as long as the sub- 
marine threat remains a serious menace. 

During the initial phase of antisubmarine warfare operations, anti- 
submarine forces will be fully employed in offensive combat missions. 
Only a few antisubmarine units will be available for the defensive role 
of protecting merchant shipping. Great reliance must be placed on 
fast ships proceeding independently until slower convoys can be ef- 
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fectively protected. In such a setting the value of speed in merchant 
ships, especially passenger types, cannot be overemphasized. 

Speed is the best defense that merchant ships can employ against 
an enemy. The faster the target, the more difficult it 1s for a sub- 
marine to get into position for launching a torpedo attack. Moreover, 
a swift target is very difficult to hit. These are simple derivations 
from the laws of probability. 

Fast ships can be operated independently over more devious routes 
than is possible in convoy operations. This complicates the search 
and attack problems of enemy aircraft. Also, flexibility in routing 
and reserve speed permit ships to avoid known concentrations of sub- 
marines without undue loss of voyage time. 

The World War II doctrine of employing 18-knot ships indepen- 
dently is no longer valid—due to advances in submarine performance 
and the expanded magnitude of this menace. Today a minimum sus- 
tained speed of at least 20 knots is required for independent move- 
ments through areas in which modern submarines may be operating. 
At this minimal speed a considerable risk still exists, which is signif- 
icantly and progressively reduced as sustained speeds in excess of 25 
knot are attained. 

High-speed design is expensive, but it will prove of great value in 
time of war. The importance of speed will continue to increase as 
submarine development advances. 

Emphasis on added speed should not obscure the significanse of 
other national defense features which can be built into a merchant 
ship. High standards of compartmentation reduce vulnerability to 
enemy hazards by localizing damage. Various preventative measures 
increase a ship’s resistance to the spread of fire. Special mountings 
minimize breakdowns of essential machinery under shock. 

Endurance adequate for round-trip voyages at maximum sustained 
speed is a vital factor in wartime. Additional fuel capicity, the 
size of distilling plants, the storage space for provisions, and many 
other design aspects have an important bearing on endurance. 

National defense features are improvements in design above normal 
commercial standards. They improve a merchant ship’s wartime util- 
ity and ability to evade attack; they also enhance the ship’s capacity 
to absorb an enemy attack and survive. Many of these same features 
assure safer, more versatile and reliable performance in peacetime 
commercial operations. 

Department of Defense interest in passenger ship construction is 
based on the need for modern, high-speed ships capable of being em- 
ployed as troop transports. In the event of war, or other critical 
national emergency, there will be an immediate demand for a sizable 
and swift trooplift capability. Depending on time factors and the 
gravity of the situation, this requirement may not be met by ships now 
available to us. 

In planning to cope with unforeseen exigencies, it would be impru- 
dent for our Nation to rely on ships of friendly foreign powers for 
timely augmentation of our marginal transport potential. We do par- 
ticipate in NATO planning for the pooling of merchant shipping, but 
implementation of. NATO plans will not be immediately effective. 


Our country must also be prepared for emergencies other than a NATO 
war. We must be prepared to act decisively and without delay. In 
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this regard, the lessons of history have taught us that our primary 
reliance must be placed in ships under our direct control. 

The Cuatrman. What happened in World War II1—which you are 
quite familiar with—was that, although our allies fully intended to 
participate in the pool of the free-world ships, we had to go out and 
spend almost $19 billion to build a hastily built merchant marine to do 
the job; didn’t we? 

Admiral Witson. That is correct. 

The Cuarrman. Although we have foreign-flag ships, many Ameri- 
can operating thereunder, the lack of effective control of those ships 
may be based on all kinds of circumstances that exist then ? 

Admiral Witson. That is correct. 

The Carman. A ship in the Indian Ocean flying a Panamanian 
flag, with Italian officers and an Indian crew—I am not so sure that 
we will have it under effective control if something happens. And 
we carried in World War II—the private merchant marine carried— 
almost 82 percent of all the tonnage for our Armed Forces overseas. 

Admiral Wirson. That’s right. 

The Cuatrman. That is how important it is. That is a lesson we 
learned, I guess. 

Admiral Wirson. There is one significant difference this time: Time 
will not permit the construction of this large shipbuilding program, 
nor will the facilities probably be available. 

It is easy to visualize emergencies, even short of general war, where 
demands for the rapid mass movement of people would exceed our 
ready-transport capability. A crisis of such nature could well be- 
come a race against time to evacuate nationals, to redeploy troops, or 
to augment existing forces overseas. This possibility highlights the 
need for a significant increase in our limited inventory of high-speed 
passenger ships under the American flag. 

We estimate that the combination of presently operating passenger- 
type vessels plus additional ships activated from the national defense 
reserve fleet could meet our minimum needs for troop transport in 
the event of general war. 

Senator Lauscne. May I ask a question at this time? 

TheCuatrman. Yes. Goright ahead. 

Senator Lauscuen. You state that— 

We estimate that a combination of presently operating passenger-type vessels 
plus additional ships activated from the national defense reserve fleet could 
meet our minimum needs for troop transport in the event of general war. 

This national defense reserve fleet, is that the body of ships out of 
which we now have legislation pending to sell to foreign nations, at 
least a part of them? 

The Cuairman. Not as to passenger ships? 

Admiral Wuson. The national defense reserve fleet is distinguished 
here as one that is controlled by the Maritime Administration, rather 
than the Navy’s reserve fleet. These are not combatant ships. 

Senator Lauscue. The ones that I am speaking of are under the 
control of the Maritime Administration ; is that correct ? 

The CuarrMan. That is correct. 

Mr. Luckey. They are not passenger ships? 

The Cuamman. No; they are not passenger ships. They are 
mainly the old ships we had to build quickly in World War II to 
meet a need that is now becoming block obsolescent. 
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Admiral Wuson. A big bulk of the ships there are Liberty class, 
slow cargo ships. 

The CHarrMan. Proceed. 

Admiral Witson. We have enough ship space to provide the re- 
quired lift. This determination is valid, however, only on a quanti- 
tative basis. Unfortunately, the majority of our ships are old. Most 
of them are deficient in speed and lacking in other features 4 are 
important in minimizing the hazards of moving troops by se 

America’s trooplift potential amounts to 156 passenger-type shipe- - 

ranging in age from 5 to 30 years. These ships average 15 years in 
age and 17 knots in speed. Of the total, 67 ships are oper: ational and 
the remaining 89 are laid up in the national defense reserve fleet. The 
active segment is comprised of 44 privately owned passenger ships 
and 23 Military Sea Transportation Service transports. Only 10 of 
the active ships are capable of sustained speeds of 20 knots or more— 
and 3 of these are over 25 years old and lacking in several important 
protective features. 

Only 3 ships, the Constitution, Independence, and United States 
are capable of sustained speeds of 25 knots or more. Without con- 
version they have a combined emergency capac ity for 10,700 troops. 
They represent a combined potenti: al capacity for 26,000 troops after 
conversion to troopships. 

Our overall inventory of 156 ships represents a potential total 
capability to lift almost half a million troops. 

Senator Lauscue. Within what period of time? 

Admiral Wirson. That is the capacity of the ships on one voyage, 
if you could spot them all at one time. 

However, the work of activating laid-up units and converting pas- 
senger ships into troop transports will extend over a period of several 
months. In evaluating our ability to respond to a sudden demand 
for rapid mass movement of people we must look to (a) ships that 
are operational and ready, (4) each ship’s emergency capacity with- 
out conversion, (¢) each ship’s geographical location and status in 
relation to where and when we need it, (7) the speed of individual 


ships. 

Our 67 active passenger-type ships represent a combined emergency 
capacity for lifting about 110,000 troops. On an average day these 
ships will be spread far and wide; some will be undergoing shipyard 
overhaul. Only a portion will be readily available to one selected 
geographical area, or for a specific type of mission. The advantages 
of adding two high- speed, high capacity passenger ships to our U nited 
States flag fleet are obvious. 

Passenger ships presently under construction include the 20-knot 
Santa Paula and Santa Rosa for Grace Lines and the 21-knot Argen- 
tina and Brasil for Moore-McCormack Lines. The 4 ships meet the 
minimum speed requirements for modern troop transport and will 
provide a combined emergency capacity for about 5,000 troops. They 
include improved design features and will contribute appreciably to 
the quality of our total } passenger-type inventory. 

Bills S. 3519 and H. R. 11451 authorize the construction of a super- 
liner passenger vessel equivalent to the steamship U/nited States and 
a superliner passenger vessel for operation in the Pacific Ocean. 
These ships will significantly improve our qualitative deficiency in 
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trooplift potential and make an important contribution to improving 
our national defense posture. 

They will incorporate the maximum in safety and reflect the most 
modern national defense features. Both ships are expected to include 
speed above commercial requirements built in for defense purposes. 
Their passenger spaces will be quickly convertible to accommodations 
for 14,000 and 11,000 troops respectively. Even without conversion, 
they could respond swiftly and effectively toan urgent demand. They 
will have the combined immediate capability to evacuate 7,000 na- 
tionals or to redeploy 9,500 troops. Construction of these 2 ships will 
almost double our cabability in that highly valuable speed range of 25 
knots and above. 

The announced design speed of the new ship for the United States 
Lines is 33 knots, with reserve power above that figure. The design 
speed of the new ‘ship for the American President Lines will be some- 
what less, but at the same time highly acceptable. 

Senator Lauscue. At this point, if I may ask, What will be the 
speed of the Santa Paula, Santa Rosa, of the Grace Lines, and the 
Argentina and Brasil for the Moore- McC ormack Lines? 

Admiral Wirson. 20 and 21 knots. 

Senator Lauscur. They are of a lower speed ? 

The Carman. We will put in the record here and now that the 
present United States average is, I believe, 30.7 knots on its run. 
Will you correct me, General ? , 

Mr. FRANKLIN. Yes, sir. 

The Cuarman. But she is loafing a little. 

Mr. Franxurn. She did 35.4 It was between lighthouses on her 
maiden voyage when she broke the transatlantic record. It was over 
35 knots. 

Admiral Wirson. The Department of Defense has consistently 
urged that all new merchant-type shipbuilding incorporate the maxi- 
mum speed that is commercially practicable. Prior to certifying any 
subsidized ship construction, we endeavor to get the best defense fea- 
tures into the ship that are commensurate with its costs and commer- 
cial utilization. The steamship United States represents the only case 
in recent years where it was commercially feasible to incorporate all 
that we wanted in important design features. 

To meet the urgent need for readily available trooplift potential, we 
must rely primarily on a modern merchant marine. It is important 
that the proposed new passenger ships be commercially successful. To 
be of sino ate use to the Department of Defense in an emergency, 
they must be operating commercially at the time they are first needed. 

National prestige is also an important consideration. Large, fast 
passenger liners serve as the standard bearers of individual maritime 
nations. I understand that fast foreign-flag passenger ships already 
are planned for operation in the Pacific. Prestige is particularly im- 
portant in the Orient. 

In summary, the Department of Defense wishes to emphasize that 
our Nation has an urgent need for a number of large, modern, high- 
speed passenger ships suitable for immediate emergency. Considera- 
tions of competitive commerce and national prestige are also impor- 
tant factors. 

The two superior ships proposed have been under discussion for 
about 2 years. Their early construction will constitute a significance 
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step forward in improving the overall quality of our trooplift poten- 
tial. 

The financial and contractual details of bills 8.3519 and H. R. 
11451 are matters of Department of Commerce cognizance. While de- 
ferring to the Department of Commerce in regard to such business 
aspects, the Department of Defense fully endorses the construction 
of these modern passenger ships. 

The Cuarrman. Are there any questions of the admiral ? 

The Senator from Ohio has a question. 

Senator Lauscne. Were the four ships mentioned on page 8 of your 
testimony constructed under the present Maritime law? That is, Santa 
Paula, Santa Rosa, Argentina, and Brazil. 

Admiral Wison. I am not certain of that, Senator. I believe Mr. 
Morse could answer that question for you. 

Senator Lauscue. From the standpoint of national defense it is 
highly desirable that these ships be built, is that correct ? 

Admiral Wirson. That is correct. 

Senator Lauscue. But from the standpoint of the fiscal arrange- 
ments under which they shall be sold to these two interested com- 
panies, you leave that opinion to the Department of Commerce? 

Admiral Wirson. That is correct, sir. That is the Commerce De- 
partment’s responsibility and the Department of Defense will recog- 
nize their responsibility in that area. 

Senator Lauscnue. Your testimony is very impressive. 

Admiral Wirson. Thank you. 

The Cuatrman. Thank you, Admiral. Weappreciate your coming 
up. 

Admiral Wuson. Thank you. 

The CuatrmMan. We will recess until 2 o’clock. 

(Whereupon, at 12:55 p. m., the hearing was recessed to reconvene 
at 2 p.m.) 

AFTERNOON SESSION 


Senator Butter. The subcommittee will come to order. 

I understand that we may have a quorum call later that will have the 
effect of breaking into this meeting. Mr. Sevier has to leave town 
today. Ihave asked Mr. Morse if he wouldn’t defer to Mr. Sevier and 
let him go on now so that he can get away. 

Mr. Sevier, will you take the stand. 


STATEMENT OF RANDOLPH SEVIER, PRESIDENT, MATSON NAVIGA- 
TION CO.; ACCOMPANIED BY H. M. HOCHFELD, VICE PRESIDENT, 
MATSON NAVIGATION CO., AND ALVIN ROCKWELL, COUNSEL 


Mr. Sevier. If I may have my colleagues accompany me—— 

Senator Butter. Yes, indeed. 

Mr. Sevier. Mr. Chairman, I am Randolph Sevier, president of 
Matson Navigation Co. I appreciate the opportunity of appearing 
before this committee in regard to the proposed superliner to be con- 
structed and sold to American President Lines, Ltd., for operation 
between California and the Far East. The terms for the construction 
and sale of this ship are set forth in H. R. 11451, a bill passed by the 
House of Representatives on April 29, 1958. Its companion bill, 
S. 3519, is also before this committee for consideration. 
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My company, Matson, has provided passenger and cargo service be- 
tween the mainland of the United States and Hawaii for some 75 years. 
At present, with the steamship Zurline and Matsonia, Matson provides 
an unsubsidized and privately financed service between California and 
Hawaii. Both of these converted ships are modern 20 knot or better 
vessels and each has a passenger capacity in excess of 700 berths and a 
troop transport capacity of approximately 6,000. Both were used by 
the Government in military service during World War II and will 
continue to be available as necessary to the Department of Defense in 
the event of future military needs. The passenger ships operating 
between California and Hawaii are the only passenger liners available 
to the Government in time of war at no expense to the Government in 
time of peace. 

APL now provides service between California and Hawaii with its 
subsidized steamships Cleveland and Wilson and hopes to receive the 
approval of the Fete Maritime Board to operate these two vessels 
and the President Hoover and its replacement, the proposed super- 
liner, between California and Hawaii in conjunction with its Far Kast 
service. 

May I emphasize at the outset that, although Matson provides 
several services in domestic commerce between the mainland and 
Hawaii, it has long been our policy to support the programs of other 
United States-flag steamship companies, designed to carry out the 
purposes and policy of the Merchant Marine Act of 1936 in the foreign 
commerce of the United States. 

Matson, itself, has for many years owned all of the stock of the 
Oceanic Ssteamship Co., which operates a passenger and freight 
service between the west coast and Australia. We fully appreciate 
that, without construction and operating subsidy and other benefits 
provided by law, such operations in foreign commerce could not sur- 
vive. Without such Government aid, low-cost and aggressive foreign 
competition would sweep the American flag from the international 
sealanes. 

“qually or even more important to our national defense and other 
objectives, however, is the maintenance of a healthy merchant marine 
in domestic commerce. 

We have maintained postwar passenger service between California 
and Hawaii principally by the steamship Lurline, in which we have 
an investment of $15,274,000. In 1957, we added the steamship 
Matsonia, in which we have an investment of $20,135,000. Since our 
domestic passenger operations between California and Hawaii are 
conducted without benefit of subsidy, the earnings which we have 
invested in the steamships Lurline and Matsonia were developed after 
payment of taxes, as distinguished from subsidized operators who are 
able to defer taxes on their earnings which are invested in vessels. 
Compressed into a single statement, an investment of $35 million of 
taxpaid dollars is the equivalent of some $70 million on deferred-tax 
dollars. We feel we must protect the $35 million which we have al- 
ready invested in good faith in domestic trade. 

Table I shows the financial results of our passenger service in the 
5-year period from 1953 through 1957, and the return on our invest- 
ment. On any basis of evaluating such return, it was exceedingly 
small in the years 1953 through 1956. In 1957, last year, we incurred 
au net loss on this passenger operation of $909,981. It is now the 
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middle of May, and our experience to date confirms our forecast for 
the year that we will incur a substantially greater loss in 1958. 

In contrast with the 1953-to-1956 period when our vessels were 
filled to 93 to 97 percent of capacity, in 1957 we utilized only 83.5 
percent, and in 1958 we forecast utilization of 84.3 percent of the 
passenger capacity of these vessels. These data clearly demonstrate 
that we have the capacity to carry substantially more passengers than 
are now available to us, and that we have a very serious need for the 
revenue that would be developed from carrying additional passengers, 
including the passengers that American President Lines desires to 
carry on the superliner. 

It is also of particular interest that our best year, from the stand- 
point of occupancy of the vessel and net profit, was in 1955 when 
we had the Zurline alone, when we earned a return on our investment 
of 5.5 percent. 

It has long been recognized that the vessels operated in the do- 
mestic trades provide strong support for our national-defense pro- 
gram because of their ready availability in time of emergency. 

The only passenger liners—that is, the Lurline and Matsonia of 
our company and the Let/ani of the Textron Co.—operated today 
in domestic trades are those privately owned vessels engaged in the 
California-Hawaii passenger trade. There are no other privately 
owned, American-flag vessels in any trade. 

Those vessels have been acquired and are being operated entirely 
without cost to the United States Government. Had our Lwrline 
and AMatsonia been operated in Hawaiian service in 1957 with subsidy 
benefits, we would have received, based on the subsidy paid to the 
American President Lines, $4,047,000 operating-differential subsidy 
at rates substantially similar to American President Lines, and $745.- 
000 in construction-subsidy benefits. 

On the basis of Zurline and Matsonia operations in Hawaiian serv- 
ice in 1958, a full year for both ships, if subsidized, we would receive 
$4,774,000 operating subsidy and $965,000 in construction- subsidy 
: benefits, or a total of $5,739,000. We hope that the future will enable 
us to continue the operation of privately owned vessels in areas where 
they will continue to be readily available for national-defense purposes 
without the necessity of receiving subsidy payments, which, in this 
instance, would approximate at least $5 million a year. 

We believe that section 805 (a) of the Merchant Marine Act of 
1936 provides the statutory protection which we need in order to con- 
tinue our California-Hawaii passenger operations without incurring 
unfair competition from subsidized operations or, in fact, from the 
Government itself. The 1936 act provides for the reduction of con- 
struction and operating subsidy in proportion to any passengers car- 
ried in a domestic service but, recognizing that. these provisions, in 
themselves, did not put the subsidized operator on the same basis for 
domestic traffic as the unsubsidized domestic carrier, Congress, in 
section 805 (a), required the subsidized operator to obtain the written 
permission of the Federal Maritime Board and Maritime Adminis- 
trator before it could operate to any extent in the domestic trade. 
The present law, as enacted by the Congress and administered by the 
Maritime Board and Administrator, provides, in our opinion, the 
protection which the domestic operator needs in the national interest. 
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We, therefore, believe that no amendment is required to the persent 
bill in order to continue in the Federal Maritime Board and Maritime 
Administrator the statutory authority vested in them by section 805 
(a) of the Merchant Marine Act, 1936, as amended, to decide the 
matter of American President Lines’ participation in the Hawaiian 
domestic service. We also believe that the Federal Maritime Board 
and the Maritime Administrator are fully authorized, by reason of 
contractual provisions in the American President Lines’ operating- 
differential subsidy contract, to limit or terminate domestic operations 
of American President Lines which result in prejudice to the objects 
and policy of the Merchant Marine Act. The statutory and con, 
tractual provisions, together, provide a framework that is essential 
to the continued existence of nonsubsidized, domestic passenger serv- 
ice. 

We believe the Board and Administrator should and will limit the 
permission granted to American President Lines for domestic service 
between California and Hawaii by its transpacific passenger service, 
so as to avoid unfair competition to us and prejudice to the objects and 
policy of the act. 

Matson has favored and does favor the construction and sale of 
the fine vessels contemplated by H. R. 11451 and S. 3519. Both the 
American President Lines and United States Lines vessels will pro- 
vide essential economic and military support to our country, and will 
markedly improve the level and stature of our American-flag mer- 
chant marine. In supporting these bills, we wish the legislative history 
to be clear that the bill leaves unaffected the existing statutory and 
contractual framework designed to protect exclusively domestic serv- 
ices, such as ours. 


(Table I follows:) 


TABLE I.—Financial results of Matson Navigation Co.’s passenger service, 














1953-57 
AS ea eS aie. nee 
Return on 
Percentage Net profit investment 
Year of passenger | (loss) at cost. less 
} occupancy debt 
(equity) 
Percent 
erst ce: | 193.0 $648, 231 4.1 
1954... 194.0 | 750, 570 4.1 
1955_.. : aSi ssi Miike tale Eeeaea ett 197.0 | 871, 352 5.5 
DN ane das te ne ee ee | 196.0 | 393, 615 2.5 
0092.22: 7 283.5 (909, 981) (4.9) 





1 Lurline. 
2 Lurline and Matsonia. 


Senator Butter. Senator Magnuson ? 

The Cuatrman. I have no questions. 

Senator Butrer. As I understand it, Mr. Sevier, the point you 
make is that this is entirely an administrative matter that can be 
settled between your company, American President Lines, and the 
Federal Maritime Board and the Maritime Administrator without 
any help from the Congress ? 

Mr. Sevier. Yes, sir. We believe that the Federal Maritime Board 
and the Maritime Administrator have the authority and the jurisdic- 
tion to regulate this situation. 











50 SUPERLINER PASSENGER VESSELS 


Senator Butter. And, insofar as existing competition is concerned, 
you have never seen fit to make application to the Administrator or to 
the Federal Maritime Board for an application of that section? 

Mr. Sevier. Mr. Chairman, the Maritime Board has before it cer- 
tain matters pertaining to the rights of the subsidized lines to serve 
Hawaii. But that is an administrative Board matter that will be 
handled in due course, we are sure. 

Senator Butter. Thank you. 

Are there any further questions ? 

The Cuarrman. Under 805 (a), the Maritime Board has put in 
a regulation now in the operations, have they not ? 

Mr. Sevier. In the operation of 

The CHamrman. Of American President Lines and Matson. Is 
there any regulation now ? 

Mr. Sevier. I believe not. Perhaps Mr. Rockwell can answer. 

Mr. Rocxwe tt. I would say not. American President Lines’ carry- 
ings to date have been of such low volume that Matson has not 
objected. 

The Cuarrman. You have the right to suggest that if their capacity 
is going to be enlarged you don’t want any legislation to impair the 
authority of the Board to put some rules in the game ? 

Mr. Sevier. That is my opinion. 

Senator Burier. There is nothing in the bill that you object to? 

Mr. Sevier. There is nothing in the bill that we object to. We 
favor the construction of the liners, and consider them an asset. 

The Cuatrman. That is a perfectly legitimate request because, al- 
though your passenger capacity is high now—it is lower than it used 
to be—there could be a time where the essential relationship between 
the domestic line and the subsidized line might have to be subject to 
some maritime regulation. 

Mr. Sevier. We are still suffering, I am afraid, Senator Magnuson, 
from those periods when we had the one ship and you couldn’t get 
a berth to Hawaii. Now, that is behind us. We have plenty of room, 
and we anticipate plenty in the future. 

Senator Lauscue. Mr. Chairman? 

Senator Butter. Senator Lausche. 

Senator Lauscuer. I received a telegram this morning from 
Hawaiian Textron, Inc., signed by Laurence C. Plowman, president, 
and in the first paragraph he says: 

Hawaiian Textron, Inc., the only company operating in the Hawaii-west coast 
United States trade not directly or indirectly supported by subsidy, strongly 
protests allowing the so-called American President Lines superliner to carry 
passengers between Hawaii and the United States. We do not protest the passage 
of the bill, but believe it is incumbent upon the committee to insert restrictions 
protecting a domestic operator against competition from a subsidized line. 

The Cuarrman. I have a similar telegram. 

Senator Lauscuer, Has your testimony been directed substantially 
toward the same subject ? 

Mr. Sevier. No; it has not, Senator Lausche. We have no objec- 
tion to the American President Lines’ superliner calling on Hawaii 
or carrying a limited number of passengers. Our feeling is that they 
should be limited in those passengers to something approaching the 
ratio that they have carried in the past on their existing ships. We do 
not feel that it would be proper for us to urge the Senator to urge 
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the Maritime Administration to prevent the American President 
Lines to call at Hawaii. 

Senator Lauscur. You do, however, feel that there should be a 
limitation on the number of passengers they carry, and that is that 
the number shall not be in excess of those carried now ? 

Mr. Sevier. We do feel there should be a limitation; yes, sir. We 
feel that the thing should be in some relation or some ratio to their 
present carryings, to the carryings, for instance in 1957, which are well 
known or an established fact. We feel that the new superliner should 
arry something in relation to the capacity of those ships and the pas- 
sengers they carried to Hawaii. 

Senator Tae I read the bill, and I don’t recall anything in 
there dealing with that. 

Mr, Sevier. No. I think it is strictly an administrative matter. 

Sean It is already in the Merchant Marine Act, section 
805 (e). 

Senator Lauscue. You say that you have no objections to the bill 
before this committee. Do you feel that you are in a position to pass 
entirely upon the fiscal arrangements and all] that? 

Mr. SaviEn. Iam afraid I am not, Senator. 

Senator Lauscue. Thank you. 


Senator Burirr. Are there any further questions! 
The CuarrMan. We will put in the record this wire, which came to 


the chairman, to Senator Lausche, from the Textron people, in full. 


(The telegram follows :) 
{Telegram ] 


San Franorsoo, Cauir., May 12, 1958. 
Senator WARREN G. MAGNUSON, 
Senate Ofice Building, Washington, D. C.: 

Hawaiian Textron, Inc., the only company operating in the Hawaii-west 
coast United States trade not directly or indirectly supported by subsidy strongly 
protests allowing the so-called American President Lines superliner to carry 
passengers between Hawaii and the United States. We do not protest the pas- 
sage of the bill, but believe it is incumbent upon the committee to insert restric- 
tions protecting a domestic operator against competition from a subsidized line. 

We do not agree that APL has grandfather rights in connection with its 
passenger service on trade route 29/E, but whatever the position as to their 
grandfather rights may be, the Congress ought not to permit this proposed super- 
liner to compete with private interests in the domestic trade. The construction 
of this ship is justified for the purpose of meeting the competition of newly 
built foreign-flag vessels in the foreign trade. To allow it to compete for pas- 
sengers with a purely privately financed carrier in the domestic trade would 
exceed what we understand to be the intent of the Congress and vitiate one of 
the important principles of the Merchant Marine Act of 1936. 

In this regard we quote below for your information a wire sent this date 
to the Maritime Administrator : 

“It has been called to our attention that you conducted a meeting this morn- 
ing in your office between the presidents of American President Lines and 
Matson Lines, their respresentatives, and other officials of the Maritime Admin- 
istration. It is our information that the purpose of this meeting was to discuss 
the passenger service between the west coast United States and the Territory of 
Hawaii in an attempt to reach an agreement upon the apportionment of the 
passenger traffic in that trade which would be satisfactory to APL and Matson, 
and that the Maritime Administration participated in such meeting. 

“Moreover, our information is to the effect that an agreement in principle 
was reached and counsel for the two respective lines are now attempting to 
prepare such an agreement. 

“Tt is incredible that the Chairman of the Federal Maritime Board and 
Maritime Administrator would conduct or permit such a meeting without the 
knowledge or the presence of representatives of the only line in that trade not 
supported directly or indirectly by subsidy. You are aware of the vigorous: 
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efforts made on the part of Hawaiian Textron, Inc., to sustain its service be- 
tween the west coast of the United States and the Hawaiian Islands. In any 
event our vital interest in these issues was particularly called to your attention 
in letter of Board, Maritime Administration. 

“We vigorously protest your conducting or participating in any such meetings 
affecting this trade without the knowledge of our company and a full oppor- 
tunity to be present, and full consideration given to the position of Hawaiian 
Textron in this trade. We call upon you to supply us with all correspondence 
and supporting data leading up to the meeting and a complete record of the 
discussions in the meeting. 

“Your prompt response is expected.” 

We appreciate your interest in this matter. 


HAWAIIAN TEXTRON, INC., 
LAURENCE C. PLOWMAN, President. 
Senator Butier. Mr. L. R. Sanford, president, Shipbuilders Coun- 
cil of America. 
You may go right ahead. 


STATEMENT OF L. R. SANFORD, PRESIDENT, SHIPBUILDERS 
COUNCIL OF AMERICA 


Mr. Sanrorp. My statement here today will deal entirely with the 
economic effect of these proposed superliner contracts. 

My name is L. R. Sanford. I am president of the Shipbuilders 
Council of America, a trade association of the shipbuilding and ship 
repairing industry. Allied industries, who manufacture machinery 
and equipment components for ships, also are included in the member- 
chip of the council, 

This subcommittee is considering 8S. 3519 and its amended com- 
panion bill, H. R. 11451, already passed by the House, to authorize 
the construction of 2 superliners, 1 for the transatlantic trade and 1 
for the transpacific trade. It seems pertinent that, under present eco- 
nomic conditions, this committee should consider what the economic 
effect of these two contracts will be if they should be authorized by the 
Congress and the necessary appropriations therefor subsequently 
approved. 

Recently, I have been delving into procurement and employment 
statistics and estimates in an effort to analyze them in such a manner 
that concrete conclusions may be drawn with respect to the volume 
and distribution of procurement incident to these two potential con- 
tracts and the resulting employment, as well as the timing involved 
in procurement and in employment, both shipyard and elsewhere. It 
is these conclusions only that I present to this subcommittee today in 
an effort to be as helpful and, at the same time, as brief as possible. 
Presentation of the statistics themselves and my analysis of them 
would be tedious, time consuming and out of place at a hearing such 
as this. I will endeavor, however, to furnish support for any con- 
clusion reached with respect to which any question may be raised. 
It should be noted that my statement will be limited to the effect of 
the construction of these two vessels and does not cover any subsequent 
aspects of their operation. 

‘he most important element, from an economic point of view, is 
the employment that will be generated if these two potential contracts 
are ultimately executed. 

If the contract price of the transatlantic vessel be taken as the low 
bid submitted sometime ago, as approximately $112 million, and that 
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of the transpacific vessel as approximately $73 million, as estimated 
by APL in its prior presentation, the contract prices involved would 
total approximately $185 million and the following data and con- 
clusions are based upon that figure. A greater figure would of course 
increase any data and conclusions on a relative basis. 

I might note here that in some of the statements this morning some- 
what different prices were used. But they are based on some state- 
ments that I didn’t care to go into. I merely used the low bid in the 
case of the United States Line, and Mr. Killion’s presentation to the 
House committee in the case of APL. 

If it is assumed, conservatively, that shipyard labor (both direct 
and indirect) is approximately 40 percent of the contract price—and 
that is a fair estimate, I think—the total shipyard labor cost for both 
ships would be approximately $74 million. If, then, the latest aver- 
age hourly earning rate in shipyards of $2.51—see April 1958 report, 
Bureau of Labor Statistics, Department of Labor—be applied to $74 
million of labor cost, that cost is equivalent to approximately 30 
million man-hours or 15,000 man-years, spread over a construction 
period of approximately 32 months. The actual number of men em- 
ployed in the shipyards as a result of these contracts, of course, is not 
a constant, but will start from zero and increase gradually during 
the contract period until it reaches a peak, and thereafter will decline 
somewhat until the vessels are completed. Peak actual employment 
may run as high as 8,000 men or more. 

It is estimated that the total material cost, both by subcontract and 
purchase order, involved in these two vessels will be approximately 
$50 million for the transatlantic liner and $35 million for the trans- 
per liner, or approximately $85 million for both vessels. On the 

asis that the relative labor cost applicable to suppliers is about 60 
percent of the invoice value, the total suppliers’ labor cost for both 
vessels would be approximately $50 million. 

In an effort to ascertain an appropriate average hourly earning rate 
applicable to suppliers as a whole, the average hourly earning rates 
shown in the April 1958 Employment and Earnings Report of the 
Bureau of Labor Statistics, Department of Labor, were taken for the 
major groups of components to be purchased. The approximate per- 
centage of each of these groups to the total material was then applied 
to their respective reported earning rates and an average weighted 
hourly earning rate thereby established. This average weighted 
hourly earning rate turned out to be approximately $2.20, as compared 
with the reported rates of $2.10 for manufacturing, $2.24 for durable 
goods, $2.56 for steel, $2.35 for machinery, and $2.14 for electrical 
machinery. It is believed to be reasonably accurate and hence has 
been used for determining man-hours for suppliers as a whole. 

Using the round figures of $50 million for suppliers’ labor cost for 
the two ships and a $2.20 weighted average hourly earning rate, the 
equivalent man-hours are 22,700,000, or 11,350 man-years. 

In order to determine a convenient yardstick to apply to any given 
cost of material, the above results can be translated into approximately 
450,000 man-hours (225 man-years) of suppliers’ labor for every 
$1 million of subcontracts or purchase orders to suppliers. 

If now it is desired to recapitulate, the total estimated labor cost 
involved in the construction of these two vessels, both at the shipyard 
and in suppliers’ plants, would be approximately $124 million, equiva- 
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lent to 52,700,000 man-hours, or 26,350 man-years. This is the esti- 
mated labor cost based on total contract prices aggregating $185 mil- 
lion over a 32-month construction period, if the contract periods run 
concurrently, otherwise a longer period to the extent that one contract 
overlaps the other as to delivery date. 

Some observations now may be in order with respect to the distri- 
bution of these material orders and the employment incident thereto. 
This distribution can be subject to considerable variation, but the same 
general conclusions apply. 

As a rule, there are several vendors for each classification. These 
vendors usually have different locations. Different shipyards may 
utilize different vendors. An order to a vendor at a certain place 
does not necessarily mean that the vendor’s plant is located at that 
pw It may be and usually is elsewhere, and a single vendor may 

ave several different plants at various locations, to any one or more 
of which the order may be assigned for manufacture and production. 

However, an analysis of purchase orders placed by three different 
shipyards at widely varying locations develops the fact that, with 
minor variations, the major orders are placed in those States which 
have highly industrialized areas. When the distribution is analyzed 
by vendors’ plants, instead of vendors, the same general pattern is 
revealed, with the addition of a substantial group of Southern States 
and some additional Middle Western States. 

Minor orders, each totaling not more than 2 percent of the total 
material cost, are placed not only in the group of highly industri- 
alized States, but in many others scattered throughout the country 
including the Pacific coast. The State of Washington, for example, 
receives substantial purchase orders from eastern shipyards. 

The main highly industrialized States in which shipyard purchase 
orders are placed and in which the machinery and equipment are man- 
ufactured are listed as follows—not necessarily in order of business 
received: Massachusetts, Connecticut, New York, New Jersey, Penn- 
sylvania, Maryland, Ohio, Illinois, and Wisconsin. 

This distribution is based on the location of the productive facili- 
ties of the vendor which in general will involve a total of thirty-odd 
States on direct orders from the shipyard. But the vendor in turn 
must procure his components and materials from other vendors and 
manufacturers and they in turn from still other vendors and manu- 
facturers, who also must turn to still others or to the sources of raw 
material. 

So actually, purchase orders placed by shipyards, when traced to 
the ultimate sources of ae fan out all over the United States 
and affect every State in the Union to a greater or less degree. Thus 
the award of contracts for these two vessels will tend to increase 
employment throughout the United States to a greater or less degree 
in different States, depending upon how they may be involved in the 
chain of procurement which results in the delivery of a component 
to a shipyard. 

This pattern of distribution, as a result of an order for a ship, 
from the shipyard to the rest of the country has not changed sub- 
stantially over the years, except to the extent that industrial develop- 
ment generally has involved shifting or additional locations. 

Back as far as 1928, this organization furnished a chart to the 
House Committee on Merchant Marine in connection with testimony 
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by Mr. H. Gerrish Smith, showing “Sources of Material Entering 
Into the Construction of a $15 Million Passenger Vessel.” 

I should like, with your permission, to show you a photostat of 
that chart. It may be of interest to you. It shows the way the dis- 
tribution fans out. 

In 1931, this organization prepared a chart which shows that every 
State participates in the materials or equipment used in shipbuilding. 
The builders of the present United States prepared a chart showing 
the source of materials for building the steamship. United States. 
This is a copy of the chart prepared in that case. Recently, the 1957 
annual report of the Masso Mant onieath Lines contained a chart show- 
ing the distribution of purchase orders for their 2 new passenger 
liners, covering products, materials, and labor from all 48 States. 

This is a copy of the last annual report of the Moore-McCormack 
Lines, and that is a copy of the chart that is printed in there. 

Senator Burier. We will make these a part of the record, Mr. San- 
ford, but they will not be incorporated in the printed record. 

Mr. Sanrorp. It is evident that countrywide distribution of orders 
for material and equipment of vessels, particularly passenger vessels, 
has been and continues to be the pattern which carries with it, for 
every unit of material and every component, the local labor necessary 
to produce that item at the location where the production takes place. 

It is worthy of note that the major orders involving the greatest 
employment will be — in plants in the most highly industrialized 
States, where unemployment presently is most acute. 

Having discussed the effect of these two potential contracts on labor, 
both in the shipyard and countrywide, the remaining consideration is 
the timing of the labor engendered, or rather perhaps, how soon will 
this employment actually materialize. 

With respect to shipyard labor on the proposed transatlantic liner 
for which bids have already been taken, it appears that, as soon as a 
contract is definitely awarded, the speed with which purchase orders 
may be issued thereafter is contingent upon the manpower available 
to prepare and issue the purchase orders. Specifically, it is estimated 
that purchase orders covering 20,000 tons of steel can be issued in 10 
days or 2 weeks, and that $30 million in components can be committed 
within 45 days. 

With respect to the proposed transpacific liner, the situation is 
somewhat different. Formal invitations to bid were issued on April 
23, 1958, returnable July 23, 1958. If it be assumed that an award 
could be made by September 1, 1958, the construction period would 
run for 32 months thereafter, most of it concurrent with the con- 
struction period for the transatlantic liner. 

Without going into detail, an analysis of the proposed procurement 
schedule for the transatlantic liner shows that approximately 25 per- 
cent will be ordered within 3 months of the contract award, and that 
within 6 months 55 percent will have been ordered. Practically all 
of the balance will have been ordered within 15 months, with all but 
a few items placed within 12 months. 

It may reasonably be assumed that procurement for the trans- 
pacific liner will follow a somewhat similar pattern although it may 
not. get started quite as rapidly as in the case of the transatlantic 
hHner. 
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Employment in the vendors’ plans may be expected to be affected 
with little delay, as such plans will be all set to proceed promptly 
with their respective orders as soon as they are received, subject to 
the procurement in turn by vendors of the necessary material and 
components therefor. 

As for the timing of the labor employed in the shipyard, there is 
immediate effect on office personnel, technical, procurement, and 
clerical, as soon as the contract is awarded, as well as in the mold 
loft and planning and production groups. Outside and shop con- 
struction personnel are affected as soon as the first steel reaches the 
shipyard. Thereafter, employment builds up as the keel is laid 
and the hull erection progresses. It reaches its peak toward the 
latter end of hull construction, with both hull craftsmen and out- 
fitting and machinery installation craftsmen working concurrently. 
After launching, the hull craftsmen taper off while the outfitting and 
machinery installation craftsmen increase. 

The question might be asked in that connection, if I may inter- 
pose here, as to when the peak employment would be reached. That 
is a matter of a little conjecture, but I would say that approximately 
a little more than the halfway mark. On a 32-month contract, for 
example, approximately at 18 months. 

It is obvious that a byproduct of the award of these contracts is 
increased Federal income taxes, both corporate and individual, as 
well as increased State income in whatever form the State tax may be 
applied in the several States involved. 

From the oe it should be evident that the award of con- 
tracts for these two large passenger liners will have a substantial 
beneficial effect on employment, that the resulting employment, out- 
side of the shipyard, will be widely distributed, and that the increased 
employment will become effective in a relatively short time, far earlier 
than would be the case with other types of heavy construction, for 
which time-consuming plans and specifications must be prepared. 

The economic benefits in the near future thus are obvious. 

In case any other economic statistics or conclusions may be pre- 
sented to this committee, which conflict with those stated herein, I 
should like to observe in advance that the solution of any problem 
depends upon the initial basic figures used and the factors applied, 
as well as the individual preparing the estimate or solution. There 
may be conclusions presented to you which may not be identical be- 
cause of variations in the above-cited items but any differences will 
be relative and not. of great significance at this time, as long as the 
conclusions reached are reasonably consistent. 

Senator Butier. Mr. Sanford, I have a letter, dated March 25, 1958, 
addressed to the chairman of the committee, which you would like to 
have made in the record ? 

Mr. Sanrorp. I asked the chairman if he would make it a part of 
the record and he said he would. 

Senator Butter. It will be made a part of the record. 
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Mr. Sanrorp. That was written over a month ago, There has been 
no change in the meantime except that the House has since passed H. R. 
11451 and invitations have been issued for the APL liner. Other than 
that, the picture hasn’t changed. 

(The letter is as follows :) 

SHIPBUILDERS COUNCIL OF AMERICA, 
New York, N. Y., March 25, 1958. 
Hon, WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
The Senate, Washington, D.C. 


Deak Mr. CualRMAN: The Shipbuilders Council of America has followed with 
interest the hearings held by the Merchant Marine and Fisheries Committee of 
the House of Representatives on H. R. 9342 and companion bills to authorize the 
building of two large passenger vessels, and has noted the latest bill on this sub- 
ject, H. R. 11451, introduced in the House by Chairman Bonner of that committee 
which has been favorably reported, as amended, by the committee. 

The council notes that you have introduced 8S. 3519 which is similar to H. R. 
11451. 

During the hearings before the Merchant Marine and Fisheries Committee on 
H. R. 9342, witnesses for the Department of Defense and the Navy fully estab- 
lished the necessity for these ships in the national security as well as the economy 
inherent in their commercial operation by a private operator. The economic value 
of these ships to our foreign trade and their contribution to the prestige of this 
country likewise has been fully developed by the testimony. 

In view of the grave doubts expressed as to the possibility of successfully financ- 
ing and building these ships completely within the framework of the Merchant 
Marine Act of 1936, as amended, it appears that some modified approach becomes 
necessary if the ships are to be built. 

While the terms and conditions under which such ships can be built are pri- 
marily the concern of the operators, of the Maritime Administration, and finally 
of the Congress, rather than the shipbuilder, the Shipbuilders Council, on behalf 
of the shipbuilding industry, subscribes wholeheartedly to the building of these 
ships, and hence recommends the basic approach proposed in S. 3519 and H. R. 
11451 as u means to that end. 

In view of the conclusions reached by the House Committee on Merchant Marine 
and Fisheries that large passenger vessels cannot be financed and built within 
the framework of the Merchant Marine Act of 1936, it well may be that this special 
legislation ought to be supplemented by general legislation to amend the 1936 act 
to permit the construction of passenger ships only along lines similar to those 
proposed in this special legislation and thus pave the way for the construction of 
other passenger ships in the future. 

The council, however, strongly urges an understanding that any appropria- 
tion for the building of these two passenger ships shall be supplemental in nature 
and not at the expense of any appropriations recommended in the current budget 
for 17 cargo ships for the replacement program of the subsidized lines for fiscal 
1959. It is obvious that these cargo ship contracts will be more widely spread 
throughout the industry than two passenger ships can be. Contracts for these 
cargo ships are badly needed this year in order to avoid an hiatus in the con- 
tinuity of ship construction during 1960. 

Since the date of the hearings before the Merchant Marine and Fisheries Com- 
mittee, there has been increasing concern and much study devoted to the current 
level of business and the consequent unemployment, particularly in the skilled 
trades in many of our leading industrial areas. The council, therefore, would 
like to point out that the authorization and appropriation of necessary funds for 
these two ships would provide one of the quickest and most effective ways to put 
a combination of Government and private funds to work with a resulting sub- 
stantial contribution to our economy. 
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In the case of the replacement of the steamship America with a sister ship 
of the steamship United States, plans and specifications have been prepared and 
bids submitted. More than $50 million of the price of this ship will be utilized 
to purchase steel plate, castings, and forgings, pipe, cable, generators, turbines, 
gears, boilers, pumps, valves, furniture, and hundreds of other items of equip- 
ment. In the event a contract for such a ship is awarded, orders would be placed 
shortly thereafter for approximately 20,000 tons of steel for the hull alone, in 
addition to orders for the many other items listed above, which are required 
for this vessel. Thus more than 80 percent of the total contract price ultimately 
would be reflected in labor costs spread throughout industrial areas presently 
suffering from unemployment. 

Plan and specifications likewise have been prepared for the American Presi- 
dent liner and it is understood are in the final stages of Government approval. 
Invitations for bids for this ship could be issued quickly thus providing with 
minimum delay more badly needed additional work, estimated at $75 million. 

It would be difficult to name any project of comparable size which would quickly 
produce more varied employment where most needed, both in the skills involved 
and in geographical distribution. This situation furnishes another and com- 
pelling reason for the building of these ships. 

Sincerely yours, 
L, R. Sanrorp, President. 

Senator Butter. Are there any questions? 

Senator Lauscur. Yes; I would like to ask a question. Mr. San- 
ford, you are connected with the Shipbuilders Council of America? 

Mr. Sanrorp. That is correct. waste Zr 

Senator Lauscue. How many shipbuilding companies are mem- 
bers of that council ? 

Mr. Sanrorp. About 25 or 26, with maybe 40 or 45 yards. Some 
companies have more than one yard, you understand, at different 
locations. It includes practically all of the major yards in the 
country, Senator. 

Senator Lauscue. On page 3 of your document you have the figure 
of 26,350 man-years of employment. 

Mr. Sanrorp. That is right. fies : 

Senator Lauscue. And that is, the building of both of these ships 
would provide work for 26,350 men for 1 year? 

Mr. SanrorD, That is the equivalent of that, yes. 

Senator Lauscue. You are not offering any testimony concerning 
the price that is being charged here and concerning the request that 
we deal with these two ships separately from the general maritime 
law ? 

Mr. Sanrorp. No. In here I am only talking about the economic 
effect of the contracts, if they should be awarded. 

Senator Lauscue. Is there unemployment in the shipbuilding field ? 

Mr. Sanrorp. No; at the present time I would not say there is 
unemployment in the shipbuilding field. We have a reasonably good 
backlog of orders at the present time in most of the shipyards. But 
only part of this unemployment, as you understand from the state- 
ment, will be in the shipyard. A very large part of it will be in 
manufacturing plants scattered throughout the United States. 

Senator Buriter. Mr. Sanford, that does not apply to Maryland. 
We have had many cancellations in Maryland, and there is some 
unemployment there among the shipyard workers. As a matter of 
fact, it is considerable. 

Mr. Sanrorp. I think so, too. But as a whole, we can’t complain 
too much at the present time about lack of work. We have a reason- 
able amount of work. We would be happy to have more, of course. 
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Senator Lauscue. You are not urging that we act upon this bill 
on the basis that it is an antirecession measure ? ve 

Mr. Sanrorp. No, I am not urging that. I am merely pointing out 
what the effect of it will be. 

Senator Lauscue. From the standpoint of labor and management, 
are there any negotiations now in progress on collective-bargaining 
agreements ? 

Mr. Sanrorp. No. It is a little bit early. They generally start 
along about the 1st of June, Senator. : 

Senator Lauscue. Have you been served with notice that there will 
be demands for increased: wages ? ; 

Mr. Sanrorp. Of course, I wouldn’t get that service. The individ- 
ual shipyards would get it. I think whether they have had official 
notice or not, unofficially they are aware of the fact that there will 
be demands. 

Senator Lauscue. That there will be demands ? 

Mr. Sanrorp. Yes. 

Senator Lauscue. And that is in face of the fact that we are sup- 
posedly in an economic recession, there will be demands for increased 
wages, and, if not granted, the threat to strike? 

Mr. Sanrorp. I think that is probably a fair conclusion, Senator; 
yes. 

" Senator Lauscue. It is quite paradoxical; isn’t it? 

Mr. Sanrorp. It is; it certainly is. But it is not limited to the ship- 
building industry. 

Senator Lauscne. I am speaking from the general standpoint that 
it is something that we ought to be gravely concerned about. 

Mr. Sanrorp. I think we should. 

Senator Lauscue. That is, when the Federal Government is asked 
to pump money into the economy to stem the recession, then the people 
saying that unless you give us more of that Federal money we will not 
work. You can’t put those two things together and come up with any 
honest, reasonable conclusion. 

I think that is all that I have to ask. 

Mr. Sanrorp. Thank you, sir. 

The Cuarman. Mr. Sanford, I wish you would furnish for the 
record—I am sure you have it or can get it—the drop in the relative 
position of America’s shipbuilding, worldwide, in the past 10 years. 

Mr. Sanrorp. I will be glad to do that, Senator. 

(The information was subsequently received and follows:) 


SHIPBUILDERS COUNCIL OF AMERICA, 
New York, N. Y., May 15, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D. C. 


My Dear Senator: At the hearing held by the Subcommittee on Merchant 
Marine last Tuesday, May 13, on 8S. 3519 and H. R. 11451 as amended, you re 
quested me to furnish for the record a schedule showing the relative position 
of shipbuilding in the United States with respect to worldwide shipbuilding for 
the past 10 years. 

Such a schedule has been prepared by the council and two photostatic copies 
thereof are transmitted herewith to comply with your request. 

If there is any other information which you or the members of the subcom- 
mittee would like to have, do not hesitate to ask for it and the council will be 
glad to furnish same if available. 

Sincerely yours, 
L. R. Sanrorp, President. 
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Merchant shipbuilding in principal countries of the world, new ship construction 
underway or on order 


Jan. 1, 1957 














Great Britain. .-.... 495| 5, 734, 007 
Germany ---..------ 517] 5, 425, 235 
COMER cevivdconnvivn 296) 5, 079, 780 
Sweden-..........- 250) 3, 758, 885 50, 600) 
Holland...........- 190} 2,395,440; 184) 2, 104, 302 
tack A. 146} 2,213,100} 128) 1, 685, 900 
a achenisibdnieipniediin 143} 2,185,740} 126) 1, 699, 180 
United States._...- 93} 2,172, 412 84| 1, 903, 866 
NE oct cueme 143} 1,804,400} 125) 1,340, 880 
ORME. 6. =+s--5 86} 921,726 77| 629,276 
SD hetaancetedn 95; 749,049 51} 334, 706; 
Belgium. -.......-- 57| 629, 400 53} 613, 700) 
Yugoslavia__....... 64 503, 900 59; 397, 800 
SE ienécecceunia 45; -200, 560 19} 88, 720) 
Ri nc kn cpa 19} 194,760 ll 80, 500) 
East Germany---.-- 34; 192,000 8 38, 000) 
a sities 16) 96, 620 7 30, 920) 
Australia... _....- 12} 96,300) 11| 79,200! 
 bonwiienene 3| 35, 200 1 11, 000 
I iitideatiionas | 2) 32,000} () | () 
Hong Kong---...-..- 6 23, 000 6} 22, 200) 
China (Taiwan) -____| 2 26,000) (') (1) 
i ccicctnnb en's | 7| 14,000) (1) | () 
es | 2) 5, 700) 2 5, 700 
Argentina____.._... 2! 4, 000) 2 4, 000 
eR rl ol 1 1, 006 1 1, 000 
SRE aa Rangers Leonkbesenfactinnel caked 
Tetal......--| 2, Te AG 2, 515/29, 248, 256! 





See footnotes at end of table. 


[1,000 gross tons and over] 


Jan. 1, 1956 














1, 760 


17, 820, a5 

















Jan. 1, 1955 Jan. 1, 1954 
Gross 
tons 
3, 947, 466] 559] 5, 331, 376 
1, 416, 880, 169} 1, 421, 361 
787,260, 46) | 481,740 
151| 1,392,083} 145) 1,387,002 
136| 1, 105,087| 139) 1, 128, 459 
65| | 597,509| 68] 757,949 
47| 437,450| 32] 352,818 
14} 193,660) 48] 686, 635 
63| 534,789| 73| 589, 316 
57| 310,400} 44 + 241, 500 
29| 186,220, 30] 154, 986 
19} 182,167, 26] 257,744 
() @) @) () 
6} 30, Tio i0| 91, 700 
oO; © | OM] @ 
9} 45, 400) 9} 45, 400 
12} 66,467, 19} 110, 888 
0) (4) (1) | () 
(!) (') () (') 
2 8,400) 3} 7, 600 
(1) () 1; @) | (‘) 
(@) | (*) i; @) (#) 
1 4, 500} 1 3, 800 
() () | (" () 
3, 000 2 2, 300 
Oo; ® 1M] Oo 
1, 347/11, 249, 8 L 42313, 052, 574 
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Merchant shipbuilding in principal countries of the world, new ship construction 
underway or on order—Continued 


{1,000 gross tons and over] 


Jan. 








1, 1952 


Jan. 1, 1951 





Jan. 1, 1950 


Jan. 1, 1949 




































Gross |Num-| Gross |Num-| Gross |Num- 
tons ber tons ber tons ber 
Great Britain. ..... 181,242) 661) 5,884,617) — 365) 3,271,572; 362 
Germany --_--.-..-- 791,008} 265) 1, 647,282 115} 445,274) () 
pO See ae 650, 61 75| 724,630! 72) 449,542) 30 
FEE 605, 935 181) 1, 665, 167 129} 1, 043, 180 142 
I cncaccnudenses 179, 092 113 932, 251 54 448, 007 52 
PRROR. dcneneeseede 854, 096 64| 506, 606 68; 424,970) 76 
ict catedacnaine 415, 758 35 307, 450 43 381, 238 28 
United States___... 1, 309, 980 96) 1, 251, 190 29; 406,070 40) 
NOSWRE<ncecse<eer 627, 780 82} 505,583}  60| 327,841 38) 
ENC osts cca 372, 300) 54; 317,040 47; 289,832 39 
Din ccnp beets 172, 770 32 144, 284 25 112, 402 24 
Belgium. __......-- 283,781]  27| 195,071} 20] 114, ” 21 
Yugoslavia... _.... (1) (!) ®y | @) @& (!) 
ND i cE cake cng pia ks cr ees 5) 8, 750) (!) 
Cumams. £2552 2S: 107, 100 17} 150, 550 11} 115, 870} 10) 
East Germany ---_- (1) () (1) () (1) @) | 
ee () (1) (1) () () @) | 
Australia......_--.. 76,028} 11} 41,570] 14} 54,200] 8) 
NR a i) (1) | (i (4) ) | @) 
Gees 3 et te (1) (1) | ()) a) | ry) } (@) 
Hong Kong. --..-_- (1) Q) 4 @ at O (1) 
China (Taiwan)___- (1) (1) | Q) ; @) | (1) () 
Bulgaria. ...._____- (1) (1) Q) | @) Q | @ | 
SN iS serena dale Q) () @) (@) | (') } @) | 9) 
Argentina.........- (1) (*) ) Oo? eae () 
DN aie wide cads 2, 300 1 1, 300 ; 1, 300) 0) Q) 
PUNE conus nae () (*) | () (1) (') (1) () 
| 
>, Same 1, 740) 15, 629, 780) 1, 714/14, 274, 591) 1,058) 7, 894,478) 870) 6, 758, 128) + Pom 8, 023, 342 
| 





! No previous report. 

2 No report. 

Source: Records of— 
(a) Shipbuilders Council of America. 
(6) American Bureau of Shipping. 
(c) Foreign magazines. 


Prepared by Shipbuilders Council of America, New York, N. Y. 
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The CHarmman. When you say say there is fairly decent employ- 
ment in the shipyards throughout the United States, you are talking 
about shipyards that are left; isn’t that correct? 

Mr. Sanrorp. Yes; and I am not talking about foreign yards, 
either. That is limited to the United States. 

The Cuarrman. That makes quite a difference. 

Senator Butter. Mr. Sanford, I introduced a bill about 10 days ago 
to extend insurance benefits to foreign operators and owners who 
would like to build in American yards in order to stimulate a lagging 
business. I think that the maritime and shipbuilding interests in 
Maryland have suffered to quite a great extent. 

We had a backlog, but we do not now. We have had a lot of can- 
cellations. 

Mr. Sanrorp. We have, speaking generally, a substantial order 
book, but the ships to be completed on that order book will be com- 
pleted, most of them, by the latter part of 1959. Ships, as you know, 
are long-term contracts, and unless we get some additional contracts 
this calendar year, by the end of next year, 1959, we will be in a very 
difficult position as far as work is concerned. 

Senator Burier. We just passed through a period where there 
hadn’t been a keel laid for a dry-cargo ship in this country for some 
4 or 5 years. 

Mr. Sanrorp. That is very true. 

Senator Butter. We don’t want that to happen again. 

The Cuarrman. If it had not been for-the Maritime Board urging 
a replacement program, we would not be in this position now. 

Mr. Sanrorp. That is correct. 

Senator Butter. Thank you, Mr. Sanford. 

Mr. Davis, will you come forward? Do you have a statement ? 


STATEMENT OF HENRY C. PARKE, CHAIRMAN OF THE NATIONAL 
MERCHANT MARINE COMMITTEE OF THE AMERICAN LEGION, 
PRESENTED BY BERTRAM G. DAVIS AND JAMES R. WILSON, JR. 


Mr. Davis. Yes, sir. 

Mr. Chairman, Mr. Henry C. Parke, the chairman of our national 
merchant marine committee, could not be here and expresses his re- 
grets to the committe. 

I have with me Mr. James R. Wilson, Jr., who is now director of 
our national security commission and who will present Mr. Parke’s 
statement. 

Mr. Witson. Mr. Chairman and members of the committee, many 
times in the past, the American Legion has been granted the oppor- 
tunity to appear before committees of the Congress and present its 
position in support of a strong, privately owned and operated mer- 
chant marine. In February of this year our position on superliners, 
now under consideration by this committee, was submitted to the 
House Merchant Marine and Fisheries Committee. 

Ofttimes it is not clear to the younger members of the American Le- 
gion just why our organization supports the merchant marine. This 
tie may not be altogether clear to members of this committee; there- 
fore with your indulgence, I should like to very briefly recite a few 
of the baekground facts. 
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Our organization was founded in Paris, France, by servicemen of 
the American Expeditionary Forces. These were hardy young Ameri- 
cans, poorly trained to be sure, but stout of heart. Having won a war 
from the tough, well-trained German Army, they decided to band to- 
dap ood so that America would never again be ill-prepared for war and 

y being well-prepared reduce the probability of war. These impres- 
sionable youths would never forget the filthy foreign ships that trans- 
ported them to France. Shipped more like animals than servicemen, 
ney determined to do what they could to assure America’s maritime 

ture. 


Down through the years, the American Legion has grown from a 
handful of servicemen to nearly 3 million strong, yet we have never 
wavered in our advocacy of a powerful merchant navy, as a veritable 
“fourth arm of national security.” 

Again last year at Atlantic City, the national merchant marine 
committee met to be briefed by experts from the ranks of industry, 
Government, and the Congress. As a committee, we sought facts from 
Alexander Purdon, executive director, Committee of American Steam- 
ship Lines; Mr. Ben Guill, vice chairman, Federal Maritime Board; 
Mr. L. R. Sanford, president, Shipbuilders Council of America, who 
just testified to this committee; Mr. Ralph E. Casey, president of the 
American Merchant Marine Institute; Adm. John M. Will, com- 
mander of the Military Sea Transport Service, and from the very 
capable chief counsel of the House of Representatives Committee on 
Merchant Marine and Fisheries, John M. Drewry. We are indeed 
grateful to these gentlemen for the facts they presented to the mer- 
chant marine committee. At this same 1957 national convention a 
very strong 17-point resolution was adopted. 

It reads as follows: 

RESOLUTION No. 495 


Whereas Russia now has become the second largest sea power in the world, 
it is essential that we have a modern American merchant marine, planned for 
peace and serving with the Navy to maintain control of the seas for the welfare 
and security of the United States and all free nations: Therefore, be it 

Resolved, That the American Legion reaffirms its 38-year support of a strong, 
privately owned and operated American merchant marine as our fourth arm of 
defense, and urges the adoption of such policies and procedures as well: 

1. Implement as fully as possible the sound national maritime policy estab- 
lished in the Merchant Marine Act of 1936. 

2. Assure the appropriation of adequate funds to enable the Government to 
meet its obligations and proceed in an orderly fashion with the vessel replace- 
ment program. 

3. Require the Office of Defense Mobilization to review the shortage of steel 
for the construction of new merchant ships and establish a priority rating, in 
the interest of national security. 

4. Effectively administer the 50-50 law assuring American-flag vessels their 
fair share of Government financed cargoes. 

5. Encourage exporters and importers and tourists to use American-flag ships 
in the interest of dependable and reliable service, a dynamic and expanding 
United States foreign commerce, and national defense. 

6. Provide that low-speed, inefficient and overage vessels now in laid-up 
status be scrapped; and the reserve fleet be upgraded by ships traded in from 
the commercial fleet. 

7. Insure immediately available for national defense, strong intercoastal and 
coastwise steamship service, and expand and improve the Nation’s fleet of 
oceangoing tankers and ore carriers. 

8. Reinstate authority to Coast Guard to screen port and vessel personnel and 
provide security by allowing only legal American citizens to obtain clearance. 
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9. Increase the efforts of the Government to work with other nations towards 
eliminating discriminatory practices harmful to United States-flag shipping. 

10. Perpetuate the traditions and historic significance of the steamship 
Savannah by recommending to the Congress and the Maritime Administration 
that the new atomic ship now under construction be named the Sawannah. 

11. Commend the Military Sea Transportation Service for outstanding 
achievement in the operation DEW line and commend the Military Sea Trans- 
portation Service for its close cooperation with private industry. 

12. Continue to encourage and support the United States Merchant Marine 
Academy and the maritime colleges in Maine, Massachusetts, California, and 
New York. 

13. Properly modernize and expand Panama Canal facilities or build an alter- 
nate Central America route before saturation point is reached. 

14. Provide adequate shipbuilding and ship repair mobilization bases for war- 
time requirements along all sea coasts; and that Government and military offi- 
cials allocate and distribute peacetime new ship construction and repairs equi- 
tably among all Atlantic, guif, Great Lakes, and Pacific facilities in the interest 
of national security. 

15. Continue a program of direct action for a strong American merchant 
marine. 

16. Implement the broad and extensive information and educational campaign 
by the American Legion on behalf of a strong American merchant marine for our 
national security. 

17. Provide that the chairman of the Merchant Marine Committee and the 
director of the national security commission of the American Legion be, and they 
hereby are directed to continue to seek and obtain from all possible sources such 
information and assistance as will insure the effectiveness of the mandates of 
this convention concerning the American merchant marine, and, further that the 
chairman and director be, and they hereby are authorized to participate in all 
public hearings affecting the said program: Beit further 

Resolwed, That the American Legion at its national convention assembled in 
Atiantie City, N. J., this 16-19 days of September 1957 instructs the national 
headquarters of the American Legion to continue to prepare and carry out an 
extensive information and education program about the American merchant 
marine as our “fourth arm” of national security. 


The building of these two ships in American shipyards is unques- 
tionably necessary for many sound and valid reasons. 

First and foremost is that of national security. Only on the as- 
sumption of one-blow knockout to either ourselves or, in retaliation, 
to our attacker will the need of the American merchant marine be 
nonexistent. Even this premise is based on the idea of an all-out 
nuclear war. The thought of “brush fire” type of wars or any other 
type that would call for a long duration creates the need for a large 
troop life capability. Without the aid of allies, our troop carrying 
capacity is negligible. 

We are in complete agreement with Maj. Gen. John M. Franklin, 

resident of the United States Lines, who testified this morning, who, 
in testifying on H. R. 9342, pointed out in unequivocable terms what 
it means to have a modern fast merchant marine in time of emergency. 
He recalled that in World War IT, more than 938,000 troops were 
transported by the British Queens. In truth, space available on 
United States ships was nonexistent. This transport service fur- 
nished by the British cost. approximately $75 million and when fuel 
oil is added the final cost approaches $100 million. To digress 
slightly, it was my privilege or perhaps my unfortunate privilege of 
being aboard the Queen the first trip it made to Australia, so I do 
know of our dependence on foreign ships in World War II, and even 
to a greater degree in World War I. 

The American Legion asks this question: How will the addition 
of 1, 2, or 3 sister ships to the steamship United States help in this 
defensive matter? With the ability to carry almost 14,000 troops 
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each and the capability of a minimum of 20 cross-Atlantic round 
trips per year, approximately 1.1 million troops could be carried 
per year by the addition of these 2 superliners. 

Another salient point, many times overlooked, is the speed factor 
of these ships in our defensive effort and it also accounts for the num- 
ber of round trips possible per year. But also, these ships travel 
independent of convoys, thus, needing no escort vessels, they release 
navy war vessels for combat duty. This economy, although very 
difficult to be properly costed, is indeed a real savings. 

A second reason for the construction of these vessels is that of 
commerce. Until the advent of the United States, the majority of 
American tourists in the Atlantic trade preferred to ‘ome by for- 
eign-flag ships. This was primarily due to their advantage in size, 
speed, cabin accommodations, and prestige. With the construction 
of just one ship, that trend was reversed. Now, bookings are filled 
well in advance of departures. Revenue that formerly went to for- 
eign nations is now entering our Treasury in the form of taxes. 

In the Pacific trade routes, the American President Lines, Ltd., 
has held a very advantageous position. This postwar period of 
American supremacy is being challenged. By the end of 1960, the 
newly created Orient and Pacific Lines will have in operation 3 
vessels of 30,000, 40,000 and 45,000 tons. Their ports of call will 
probably be identical with the American President Lines. Therefore, 
if commerce were the only mitigating point, the need for a west coast 
superliner should be unquestioned. 

When all of the costs and savings factors are totaled, there can 
only be one conclusion; build these superliners for use by our own 
flag lines. Only then can we state that we will have the firm founda- 
tion of a sound merchant marine, a merchant marine that can hold 
its own in competition with foreign shipping in time of peace and a 
true “fourth arm of defense” in time of war. 

In respect to the issue of extending the replacement period for 
ships receiving operating subsidies from the present 20-year period 
to 25 or more years, we, the American Legion, feel that this commit- 
tee is more than qualified to answer this question. However, there 
are certain points that must be considered. 

In the near future, 80 to 85 percent of dry cargo and combination 
passenger-cargo ships will be over 20 years old. In terms of sheer 
economy, it would seem only logical that this problem should be 

hased out in smooth orderly fashion. We cannot replace such a 
arge percentage of our merchant marine at one time and even if pos- 
sible, it would only create a repeatable situation. 

This problem of replacement of ships carries very logically into the 
question of our reserve fleets, tied up in various rivers and estuaries. 
Of the approximate 2,000 ships in the reserve, some 1,500 of these 
are old, slow Libertys. By beginning a sound long-range Plaing 
program immediately, these Liberty-type ships can be scrapped an 
replaced by the faster ships that presently comprise the bulk of our 
merchant fleet. We need only to recall the terrible loss of lives and 
tonnage of the great convoys of World War IT to realize that this 
problem of providing ships for a faster reserve fleet must be acted 
upon now. Convoys can only operate at the speed of the slowest 


ships. 
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There exists too many possibilities short of all-out nuclear war 
which demand that the United States maintain a strong modern mer- 
chant marine. It is entirely possible that the next war could be 
fought with conventional weapons or, a combination of nuclear and 
conventional weapons in which the merchant marine will be called 
upon to furnish the means of transport for the bulk of all supplies. If 
this situation should come to pass, we fervently pray that our mer- 
chant marine will be able to respond to the challenge initially, rather 
than by a hurried, expensive building program. We, the American 
Legion, therefore, urge this committee to report favorably to Congress 
any and all bills and resolutions that would develop and keep our 
merchant marine in proper fitness. Only with futuristic type of think- 
ing can we look at the United States merchant marine and truly say, 
“Your merchant marine in peace is your fourth arm in war.” 

Gentlemen, Mr. Chairman, I am very grateful to your committee 
for permitting me to present the reasons why the American Legion 
feels that it has a very deep and continuing interest in the merchant 
marine. 

Senator Butter. I want to thank you, as the representatives of the 
Legion, for the wonderful support that you have given to the Amer- 
ican merchant marine being strong and virile on the high seas. It isa 
very worthy objective. You have taken the lead in this over the 
years. There could not be a greater service that you could render 
to the country. 

Mr. Wuson. Thank you, sir. 

Mr. Davis. Thank you. 

The Cuarrman. You have on page 5 of your statement some round 
figures. The Maritime Commission can supply them for the record. 

ou say, “Of the 2,000 ships in the reserve, about 15 are the old, 
slow Libertys.” I think we ought to put in the record the exact num- 
ber. We will get that. 

It is true about 85 percent of them will be overage, both dry cargo 
and combination, in 2 or 3 years, 5 years at the most. 

Mr. Davis. Yes, sir. 

The Cuarrman. We will have block obsolescence. 

(Matter referred to is as follows:) 

As of March 31, 1958, there were 1,447 oil-burning Liberty-type vessels and 27 
coal-burning Liberty-type vessels. 

Senator Burier. Senator Lausche, do you have any questions? 

Senator Lauscue. No, sir. 

Senator Butter. We thank you for coming. 

According to the schedule, Mr. Morse is the concluding witness. 


STATEMENT OF CLARENCE G. MORSE, CHAIRMAN, FEDERAL MARI- 
TIME BOARD; ACCOMPANIED BY EUGENE J. ACKERSON, CHIEF, 
DIVISION OF LEGISLATION, MARITIME ADMINISTRATION 


Mr. Morse. Gentlemen, I am Clarence G. Morse, Federal Maritime 
Administrator. I have with me Mr. Ackerson, of the Maritime Ad- 
ministration. 

T have been requested by the Department of Commerce to appear as 
spokesman for the Department and state its views on the pending bill. 

The Department of Commerce has indicated its strong support of 
the desirability of replacing the America by including a request for 
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funds for such a purpose in the 1958 budget which was submitted 
to the Congress. It continues to have an equivalently strong opinion 
as to the desiribility of this action. It believes, however, that the re- 
aber vessel should be constructed under the provisions of the 
Merchant Marine Act of 1936 as amended and in accordance with the 
budgetary policy of the administration. 

Their policy, which has been in effect since 1954, calls for private 
financing of the purchaser’s portion of the cost with Government 
aid as to that portion limited to Government insurance of the private 
loan and mortgage under title 11 of the Merchant Marine Act of 
1936, as amended. 

One purpose of this policy is to effect a reduction in the amount of 
appropriations necessary to carry out the merchant marine program ; 
another is to place the financing of merchant ship construction in 
private hands. 

I will interpolate to say that I am sorry I do not have a copy of this 

statement for the committee members. The position was only estab- 
lished late this morning and I did not have time to have copies pre- 
pared. 
The Department also does not favor sale of replacement vessel 
to the United States Lines Co. at a fixed price of $47 million. The 
Merchant Marine Act of 1936, as amended, now provides for subsidiz- 
ing the construction of vessels for operation on the essential foreign 
trade routes of the United States in an amount not exceeding 50 per- 
cent of the domestic construction cost of the vessel and provides for 
the full payment by the United States of the cost of national defense 
features incorporated in the vessel. 

The Department of Defense examines and passes upon the suitabil- 
ity of new vessels for use in national defense. The specified sales 
price of $47 million could be less than the portion of the cost of the 
vessel which should be borne by the purchaser under these provisions 
of the act. It would be unfortunate under such circumstances to set 
a precedent for a specified statutory determination in lieu of the ad- 
ministrative determination and computation of the construction dif- 
ferential subsidy and the cost of national defense features as provided 
in the 1936 act. 

For the reasons which I have stated, the Department recommends 
that the bill authorizing the construction of a replacement vessel for 
the America be amended so as to provide for the construction of such 
vessel under the private financing provisions of section 504 of the 
1936 act with payments for construction differential subsidy and na- 
tional defense features as provided in that act. 

The reports which have been submitted to the House committee on 
the predecessor of H. R. 9342 and H. R. 9654 suggest the amendments 
necessary to carry out this recommendation. 

I think I should po out that these reports stated that, although 
the Bureau of the Budget believes that it would be desirable to have 
a replacement for the America built at the appropriate time under 
the wholly adequate provisions of existing law, it did not object in 
this particular case to special authorizing legislation which incorpo- 
rates provisions of the Merchant Marine Act of 1936, as amended, re- 
lating to payment of a construction differential subsidy and providing 
for private financing. The Bureau also stated enactment of such 
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legislation should not be construed as conferring a priority for ap- 
propriations without regard to other scheduled ship construction. 

‘oncerning the authorization for construction and sale to American 
President Lines, Ltd. of a passenger vessel for operation in the Pacific 
Ocean, the budget for the fiscal year 1959 includes $132 million for 
the ship-replacement program. Part of this amount will be used to 
cover the Government’s share, payment of construction differential 
subsidy, and national defense features of the cost of construction of 
such a vessel by American President Lines, Ltd. 

Preliminary plans call for a 26-knot liner about 900 feet long, ac- 
commodations for 1,460 passengers, and gross tonnage of about 45,000. 
The total estimated domestic cost, including escalation, changes, 
owners’ items, etc., but without national defense features, was approx- 
imately $76 million. 

In the Department’s budget estimates for 1959, which are now 
before the appropriations committees, provision has been made for 
$34 million as the Government’s share of the cost of the vessel. 

In view of this, the Department feels that. satisfactory progress is 
being made toward the construction of vessels similar to that proposed 
by the bills. If your committee gives favorable consideration to the 
bills, they should be amended so as to provide for construction of the 
vessel by American President Lines, Ltd., under the private financing 
provisions of section 504 of the Merchant Marine Act of 1936, as 
amended, with payments for 

Senator Lauscue. May I interrupt at this point? Why can that 
not be done under existing law? The very last sentence which you 
read. That is, this bill should be amended to permit financing by 
private funds. 

Mr. Morse. It could be done. But whether you would get the ship 
is another question. 

Senator Lauscur. Thank you. 

Mr. Morse. If your committee gives favorable consideration to the 
bills, they should be amended so as to provide for construction of the 
vessels by American President Lines, Lt., under the private financing 
provisions of section 504 of the Merchant Marine Act of of 1936, as 
amended, with payments for construction differential subsidy and 
national defense features. 

That is the stated position of the Department of Commerce. 

I would like to add one other comment. 

Senator Burier. Mr. Morse, before you go into that: you are 
familiar with the report from the GAO? 

Mr. Morse. Yes, sir. 

Senator Burier. On page 4 they say, and I will quote it: 

We recognize that the proposed bill is the result of special cireumstances—the 
background of which indicates that the cost of replacing the steamship America 


under existing provisions of the Merchant Marine Act of 1936, as amended, with 
a vessel equivalent to the steamship United States, is not commercially feasible. 


Then, they go on to say: 


On the other hand, this enactment may, nevertheless, serve as a precedent for 
similar proposals for the construction of vessels and their sales at fixed prices 
in lieu of estimated foreign cost, or for other deviations from basic provisions 
of the act, based on contentions of equally justifiable special circumstances. We 
also recognize that the question of whether special legislation of this type, grant- 
ing Government aid in excess of that presently authorized, is necessary to the 
national interest is strictly a matter of policy for determination by the Con- 
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gress, on which we investigate no opinion. We would suggest, however, that 
the matters hereinabove set forth be given serious consideration by your com- 
mittee in its deliberations on the bill. 

I take from that that overall the GAO feels that it is not commer- 
cially feasible to construct either one of these vessels which are needed, 
and that the Congress should meet the question of policy and determine 
on its own whether we should have these vessels even though it is a 
slight departure from the act of 1936, the Merchant Marine Act of 
1936. 

Mr. Morse. That would be my understanding of the report of GAO. 

The only other addition that I was going to make from the adminis- 
trative side is more a matter of clarification so that there will be no 
misunderstanding at a later date. 

Some questions may arise as to the application of the provisions of 
the Merchant Marine Act of 1936 to the construction differential sub- 
sidy as determined under this legislation. It is quite clear that all 
the provisions of the 1936 act will apply to the administration of con- 
struction differential subsidy under this legislation equally as if 
granted under the 1936 act, except where the legislation specifically 
provides otherwise. Sections 3 and 4 of the bill reinforce this inter- 
pretation. 

What I am getting at there is specifically—I do not remember the 
sections but the provisions which provide for recapture of construction 
subsidy and reduction of operating subsidy to the extent that the shi 
are utilized in the domestic trade, and I would assume that if the legis- 
lation is enacted those same sections would apply to these ships. 

The Cuarrman. I would assume they would, too. 

Mr. Morse, this is the opinion of the Department of Commerce as of 
this morning ; is that correct ? 

Mr. Morse. Yes, sir; and this was—actually, I am quoting from the 
statement of Mr. Rothschild, given before the House Merchant Marine 
and Fisheries. 

The Cuarrman. Mr. Rothschild testified before the House committee 
on this matter ? 

Mr. Morse. Yes, sir. 

The Cuatrman. And suggested a somewhat similar proposition ? 

Mr. Morse. This was his testimony. 

The Cuarrman. And the House committee did not accept it? 

Mr. Morsz. Correct. 

The Cuairman. And the House passed the bill by a vote of 300 or 
something to whatever it was. 

Generally, the position of the Department of Commerce—not neces- 
sarily the Maritime Board—is that this should be done by private 
financing. I want to ask you, in your own personal opinion, with all 
background and experience that you have had, could this ever have 
re came by private financing under the present act in the foreseeable 

uture? 

Mr. Morse. Let’s talk about the America replacement first. 

The Cuarman. All right. 

Mr Morse. General Franklin has testified that he would recom- 
mend to his board of directors against building the ship if it cost him 
more than $47 million, and if section 502-C, Government financing; 
was not made available. I have no reason to doubt his statement. 
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Therefore, if you accept his statement at face value, the ship would 
not be built. 

The Cuarrman. And do you believe that the APL ship would be 
built if forced into private financing, which has been the general 
policy on all these ships? 

Mr. Morssz. I have-—— 

The Cuarrman. Iam asking your personal opinion now. 

Mr. Morse. I have qualifications on that. hen APL first started 
negotiating with us, we weren’t talking price, we weren’t talking any- 
thing ; we were talking about the ship. 

The Cuatrman. The replacement ? 

Mr. Morse. They first started talking about a 23-knot ship and we 
said, “Go home, we don’t want to talk about a 23-knot ship. The 
minimum we will talk about is 25.” 

They made a study of 23, 26, 28, and 31 knots and they concluded 
that 26 was the commercially desirable speed for their operation. I 
am not entirely clear on how the = progressed from there. But I 
think that APL would have been willing to pay in the neighborhood 
of $40 million for a 26-knot ship. Therefore, I cannot say definitely 
“Yes” to you, or “No” to you, that we would not get an APL ship 
but for this special legislation. 

We do not know definitely what the actual cost of the ship will be. 
We donot have firm bids from any shipyard. 

Our best estimate is $40 million for a commercial ship, no defense 
features included there. 

The Cmairman. Bids and estimates are not complete ? 

Mr. Morse. No, sir; I am not in disagreement with the position of 
APL, namely, if United States Lines gets a treatment of this charac- 
ter under which they, in effect, get a 55 percent subsidy for a super- 
liner, we should have the same favorable treatment. I do not disagree 
with that position. To answer your specific question, I am not con- 
vinced that we could not have gotten a passenger ship from APL under 
the 1936 act. 

The Cuatmman. Do you think it can be done now with private 
financing, with the present estimate of 26 knots ¢ 

This is your personal opinion now. 

Mr. Morse. You get to a point of economic desirability. You are 
getting down to virtually zero return on their investment. 

The CHairman. Just about a zero return. 

Mr. Morse. Yes, sir. 

The CuarrmMan. Isn’t it true that you were strongly in favor, and 
the Maritime Board rightly so, when we ran into this terrible problem 
of private financing on replacements, when we had to come up here 
and the Board endorsed the bill, Senator Butler and I held hearings 
on it, where we even guarantee a hundred percent on the mortgage ’ 

Mr. Morse. Mortgage insurance. 

The Cuamrman. And we found we could not get private financing 
even on that ¢ 

Mr. Morse. We are getting private financing today on that, but 
the borrowers are having to pay 5 percent interest. 

The Cuatrman. Which is quite a difference. 

Mr. Morse. In addition we are charging for the mortgage insurance 
premium one-half to three-quarters of a percent. So that spread 
between 314 percent of Government financing and 514 percent or more 
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of private financing makes a difference between a profitable operation 
and a losing operation. 

The Cuatrman. If you sharpen your pencil and take 2 percent 
over a 20-year payout, you will find that the ship will cost 60 percent 
more. 

Mr. Morse. I haven’t endeavored to compute it on that basis. 

The CHarrman. You can sharpen your pencil and see. It is still 

early. 

Mr. Morse. In addition to the difference of the interest cost, we 
estimated that the cost of obtaining private financing on the America 
replacement, exclusive of the interest, was in the neighborhood of 
$21, million. 

The CrHatrman. Isn’t this also what happened—and this is even 
before you came to the Board—that we did, under the 1936 act, want 
to build some ships and have some construction—and this goes back 
4, 5, or 6 years—but when they would come to the Department of 
Commerce they would frankly tell them that they wouldn’t accept 
applications or pass on applications under the act, but you must go 
out, and get private financing ? 

Mr. Morse. That has been the policy since 1952. 

The Cratrman. If you can’t get private financing, we are not going 
to go to the budget and have any appropriation at all. Wasn’t that 
exactly the story ? 

Mr. Morse. No. 

The Cuatrman. I have lived through a long time. 

Mr. Morse. That has not been the stor y since I have been chairman. 
We have told these people that they had to convince us that they 
could not get private financing before we would undertake to go to 
the budget. 

The Cuarrman. Finally, the policy was liberalized to the point 
where you would say to them “in view of the Department of Com- 
merce attitude, we will liberalize this policy a little bit. You must 
show us that you have exhausted possibilities of private financing 
before we will a on an application under the act.” 

Mr. Morse. I do not know whether that is a liberalization of the 
previous policy, but that is the previous policy. 

The CuatrmMan. That is when you came along. 

And isn’t it true that the budget estimates, to follow out the pur 
poses of the Merchant Marine Act, have been sorely inadequate in 
all the years that you have been there ? 

Mr. Morse. No, sir. 

The CuatrMan. It hasn’t? 

Mr. Morse. No, sir. You could not expect me to say “Yes” to a 
question of that sort anyway, Senator. 

The Peres ; won't ‘ask you to answer it, but I will answer it: 
They have been ; 

Mr. Morse. We iit had reasonably good support from the Bureau 
of the Budget in the last several years. 

The Cuatrman. In the last year or two they have been much better. 
We have worked under conditions here at one time where there was 
nothing in the budget at all. They were hoping they would balance 
the budget at the end of the year. That is not the fault of the Mari- 
time Board, and I understand that, so you don’t need to answer the 
question. 
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What do you personally think about these two ships? Do you think 
they ought to be built, for the whole merchant marine program ¢ 

Mr. Morss. I am speaking for Mr. Stakem and myself—he is the 
other Board member present; the third Board member is m Japan, 
but there is no question in our minds that it is desirable to have these 
ships built. We need them not only for the national defense rea- 
sons, commerce of the United States, national prestige, any conceiv- 
able basis you can think of. 

The Cuarmrman. And the Board has worked pretty hard in ne- 
gotiations and discussions for a long time on these two ships, has it 
not? The Board and the staff / 

Mr. Morse. Yes, sir. 

I would like to give you a little background. I know Senator 
Lausche was interested in some of the background of why the price 
of $47 million was fixed in the House bill. We have been having 
negotiations with United States Lines for a number of years on re- 
placement for the America. The operating subsidy contract says that 
the operating subsidy on the America would terminate in August of 
this year. So that they were up against the gun, they had to fish or 
cut bait, and either arrange for a new ship or they will have their 
ship without subsidy and they couldn’t afford to operate it. 

0, several years ago they came to us and said they wanted to build 
a duplicate of the United States. We had the plans checked out by 
the Navy and we had the bids put out. The low bidder on that was 
New York Ship. I don’t remember the exact prices. The total cost of 
the ship, including escalation and national defense features and every- 
thing would be about $130 million. That was a ship including sta- 
bilizers. 

Senator Lauscur. What part of that $130 million covered mili- 
tary purposes ? 

Mr. Morsg. The commercial ship—I will give you the breakdown— 
approximately $105 million was the strictly commercial ship escalator. 
So that twenty-five-odd-million dollars would be purely national 
defense. 

In our negotiations General Franklin and I had a difference of 
opinion. He contended that the commercial ship that he needed in 
the transatlantic trade was a 2814-knot ship; that the Queens were 
2814-knot ships and that is all that he needed to compete with those 
vessels. 

If we had gone along at a 2814-knot ship as the commercial ship, 
using a construction subsidy rate of 45 to 47 percent, in that area, we 
would have arrived at a price of $47 million for the ship. 

I took the position that the commercial speed of the America re- 
pean should be 30.7 knots. That was the speed on which they 

ad historically operated the steamship United States. We knew that 
the French Line was building a new passenger ship with a designed 
31-knot speed. So that we thought it was not proper from our point 
of view to say that the commercial speed of the America replacement 
should be 2814 knots. 

Computing the cost of the commercial ship as a 30.7-knot ship, we 
arrived at a figure of $56 million. That is the reason the difference 
between General Franklin and ourselves is not in the cost of the ship 
or the type of ship or anything else, but purely the question of whether 
it is 2814 or 30.7 knots. 
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I was unwilling to go along with the 2814-knot ship as being a com- 
mercial ship. Had I gone x with that there would have been no 
question of having special legislation. 

Senator Lauscur. You were requested to testify by the Secretary 
of Commerce and present his views on the bill; is that correct? 

Mr. Morse. Yes, sir. Not by the Secretary, personally, but from 
the Office of the Secretary of Commerce. 

Senator Lauscue. I take it that the views of the Secretary of Com- 
merce are reflective of the views of the Administration? 

Mr. Morse. Yes, sir. 

Senator Lauscnur. And, therefore, it is correct that the Adminis- 
tration feels that there should be no departure in the building of these 
two ships from the provisions set forth in the Maritime Act of 1936? 

Mr. Morse. Yes, sir. Plus the policy of private financing. That 
is under section 504. 

Senator Lauscuer. And they express opposition to it because of the 
new principle that will be established and the precedent that will be 
used by others for special treatment in the allocation of funds? 

Mr. Morse. The precedent would be one thing; the second thing 
would be exceeding the 50-percent principle of construction subsidy 
spelled out in the 1936 act; and the third thing would be Government 
financing under section 502 (c) instead of private financing under 
section 504. Those are the three primary bases for the position. 

Senator Lauscue. You are in favor of the construction of these 
ships under the provisions of the 1936 Maritime Act, or under the 
provisions of this special bill ¢ 

Mr. Morse. Speaking for the Department, strictly under the provi- 
sions of the 1936 act. Speaking for myself, as a member of the Board, 
I think that is unrealistic, and we will not get the ships. 

Senator Burter. Mr. Morse, also, the private financing is not a part 
of the 1936 act, is it ¢ 

Mr. Morse. Yes, sir. 

The Carman. There is one section. 

Mr. Morse. Section 504 is the private-financing section. Section 
502 (c) isthe Government-financing section. 

Senator Burier. Originally, it was all Government financing, and 
we just put in, within the last 2 years, section 504? 

Mr. Morsr. No, sir. 

Senator Burier. There are varying degrees. We got up to 100 per- 
cent, really, in the last 2 years / 

Mr. Morsr. No; I think you are wrong, Senator. I think section 
504 has been in the act many years. 

The Cnairman. They had a choice to take one or the other under 
the legislation. And the policy of the Department of Commerce has 
been—and I don’t think anyone can deny this—that, although there 
was a choice, under the act, they would make you exhaust all efforts 
of private financing before they would even consider an application 
under the other alternatives ? 

Mr. Morse. That is correct. 

The Cuarmman. Despite the fact it was in the law, despite the fact 
the law says you should entertain such things. 

Mr. Morse. That is still our position. 

Senator Burter. How banat bine it been the law? I remember many 
debates in this committee about the rate of interest to be charged. © 
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The Cuamman. Then we came along, and, in order to bolster the 
private financing, we had your bill and our bill on the 100-percent 
guaranty. | 1 

Senator Butier. Not only that, but the increase in the interest rate. 
We increased the interest; we increased the amount of the Govern- 
ment guaranty, and I know that hasn’t been over 3 or 4 years ago. 

Mr. Morse. Senator, you are talking about title XI, Mortgage In- 
surance. Originally, we were authorized to write only 90 percent of 
mortgage insurance except for special-purpose vessels. 

Senator Butter. That’s right. 

Mr. Morsg. About 3 years ago, that was changed, and we are now 
authorized to write 100 percent mortgage insurance. But section 
504—— 

Senator Butter. Has always been in the act. 

Mr. Morss. Has always been in the 1936 act. 

Senator Lauscue. May I continue? 

Senator Burter. The private-financing provisions have no effect 
upon the responsibility of the Federal Government to subsidize in ac- 
cordance with the 1936 act; is that correct? Iam just asking for in- 
formation. I may be wrong in the assumption. 

Mr. Morse. The 1936 act authorizes us to pay construction subsidy. 
There are two ways of financing, under the 1936 act, the cost of build- 
ing a vessel. One is 502 (c), under which the Government builds the 
vessel and then sells it to the purchaser on credit terms with 25 per- 
cent down and the balance over the 20-year life of the vessel at 314 
percent interest. 

Senator Lauscur. What you have just described is in the present 
law ? 

Mr. Morsz. Yes, sir. 

Senator Lauscue. Proceed. 

Mr. Morse, Section 504 is also in the present law. It is the private- 
financing section of the act, under which the Government pays its 
share of the cost of the vessel, the construction-subsidy share of the 
cost of the vessel, and the national-defense share, and the purchaser 
pays his share of the cost of the vessel. So that there are two persons 
signing the contract with the shipyard—the Government and the 
shipowner. 

Senator Lauscue. Then the Government still contributes its sub- 
sidy, even though it is privately financed ? 

Mr. Morse. Oh, yes. 

Senator Lauscue. And the difficulty in the privately financed, pres- 
ently, is the interest rate, in a substantial degree ? 

Mr. Morse. The interest rate is one factor. Two and a half mil- 
lion dollars, as far as the America replacement is concerned—$214 
million to $3 million in the cost of obtaining private financing, the 
commitment fees, and attorneys’ fees, and everything else you can 
think of. . 

Senator Lauscue. Let us get down to the actual figures on the cost 
of these two ships. The United States, under an estimate, will cost 
$130 million, including defense features ? 
are Morse. Including defense features, escalation, and everything 
else. 

Senator Lauscue. And the defense features of the structure will 
entail a cost of about $25 million ? 
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Mr. Morse. Approximately. I want to submit corrections, if my 
figures arein error. Approximately. é 

Senator Lauscue. So that the commercial cost will be $105 mil- 
lion? 

Mr. Morse. Yes, sir. 

Senator Lauscue. Under the existing law, the United States would 
have had to pay $5214 million, which would be 50 percent of the $105 
million ? 

Mr. Morse. Under existing law Maritime could not have provided 
construction subsidy in excess of 50 percent of the domestic cost. 

Senator Lauscue. That goes for the United States, Let’s go to the 
other one. What is the name of the other one? 

Mr. Morse. The American President Lines ship, the President 
Washington. 

Senator Lauscur. The commercial cost of that is $76 million? 

Mr. Morse. That is estimated. We do not have bids in from ship- 
builders. 

Senator Lauscue. That does not include at all the defense aspects 
of it? 

Mr. Morse. That is correct. The Navy so far has not indicated 
that any additional defense requirements will be made. So this is 
purely a commercial ship we are talking about, $76 million. 

Senator Lauscuer. Then, there are no defense provisions in the 
second ship at all at the cost of $76 million ¢ 

Mr. Morse. No defense cost, to the best of my recollection; that is 
correct. 

Senator Lauscure. Why should we finance this one under a special 
bill? I would like to get your reason for it. 

Mr. Morse. The only justification that I can make is that the Amer- 
ican President Lines should not be treated differently, on the super- 
liners we are talking about—the high speed 

Senator Buruer. Speed is the thing. 

Mr. Morse. The American President Lines should not be treated 
differently than the United States Lines. 

Senator Burier. Speed is the whole thing. It is not really a com- 
mercial ship when you incorporate 26 knots into it. Speed is the thing 
that puts the price up. 

Mr. Morse. That increases the price. But I disagree with you, 
Senator 

Senator Butter. That is the purpose of treating it the way you 
are now treating it. 

Mr. Morsr. I disagree with you because they estimated the design 
for a 26-knot ship as their commercial ship. 

Senator Lauscnr. What about these other ships that I mentioned 
this morning, Santa Mar 

Mr. Morse. Grace and the Government are building four ships at 
the present time; 2 for Moore-McCormack and 2 for Grace Lines. 
They are 20-knot ships, as I recall. Each being built under the exist- 
ing terms of the 1936 act. They are smaller ships. Each of them cost, 
total cost, in the neighborhood of $25 million. The owner’s share of 
the cost is $11 or $12 million. 

Senator Lauscue. The speed of their ships is different than the ones 
we have under discussion today ? 
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Mr. Morse. They are substantially smaller and much slower. For 
those ships we are talking about an investment for the owner of an 
aggregate of $11 or $12 million per unit, instead of the United States 
Lines $47 million and American President Lines $34 million or more. 

Senator Lauscue. Can you explain how it is that we are putting 
$25 million in defense purposes through the United States and putting 
nothing of defense expenditure, except speed, in the Steamship 
Washington? 

Mr. Morse. If you were to—— 

Senator Lauscnur. If I am wrong in the assumption which I have 
in the question, tell me. 

Mr. Morse. You are not wrong. The Navy has not yet said that 
they will accept the 26-knot President Washington. They may insist 
that it be a ship equal in size and speed to the Steamship United States. 
That would be commercially unacceptable to American President 
Lines. So, it isa matter of balancing requirements against capabilities. 

Senator Lauscue. I put the question because when the admiral tes- 
tified this morning he predicated the desirability of these ships mainly 
upon their maneuverability and their speed. So, in the one we defi- 
nitely have what, a 30.7 knot speed and the other 26? 

Mr. Morse. Twenty-six knots is the commercial speed. The design 
speed, with the excess power, will do about 29 knots. The America 
replacement, the design speed is 33, but the admitted speed of the 
Steamship United States is slightly above 35. And that was not full 
power. 

Senator Lauscur. Mr. Morse, I would like to ask you a question 
about this telegram, and I am directing my attention specially to the 
complaint which this Hawaiian Textron Co. makes about the possi- 
bility that the new superliner will be able to compete in the carriage 
from the coast to Hawaii. Will you comment on that please ? 

Mr. Morse. Yes. I received a similar wire from Mr. Plowman this 
morning. To the best of my recollection this is the first time that 
Hawaiian Steamship Co. had raised the question of the utilization of 
the President Washington or any of the American President Lines 
passenger ships in the domestic trade to Hawaii. But that is aside 
from the point. 

Senator Lauscue. I think that is all that I have. 

Do you have anything further on that? 

Mr. Morse. I haven’t quite finished. Section 805 (a) of the act was 
inserted for the purpose of protecting the domestic operators against 
competition by ships built with subsidy. And it provides that if the 
operator has grandfather rights, the subsidized operator has grand- 
father rights, he may continue to exercise those grandfather rights 
even with ships built with subsidy. 

But if he does not have grandfather rights then before he is per- 
mitted to operate in the domestic trade with a subsidized vessel he has 
to get what we call an 805 (a) waiver which is granted only after 
hearing, a public hearing, giving all interested persons an opportunity 
to appear and be heard. 

This is a problem which has existed for several years between Mat- 
son and American President Lines as to the extent, if any, of the 
grandfather rights which American President Lines may have in 
serving the Hawaiian trade. 
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Before this matter will be resolved it will require a hearing and 
Mr. Plowman and his company will of course have an opportunity to 
appear and be heard. 

nator Lauscue. How long has the discussion been in progress 
concerning the need of building this substitute ship by the United 
States Lines? 

Mr. Morse. I would say 10 years, because when the subsidy con- 
tract was reinstated after the war, or at the time when the Steamship 
United States came into operation, there was a clause included in 
the contract which said that the America subsidy would terminate in 
August 1958. So they and we knew that we would contemplate ad- 
vance planning for the ship to replace the America. It has been 
active under discussion in the last 2 or 3 years. 

Senator Lauscue. As far as initiators are concerned, I suppose it 
could be equally said that it was both the Maritime Administration 
and the United States Lines? 

Mr. Morse. I would accept full responsibility because we don’t sub- 
sidize people for 20 years and then let them go without any further 
obligation. 

Senator Lauscue. That is, the pressing was from you that we 
needed a substitute ship? Is that correct ? 

Mr. Morse. Yes, sir. 

Senator Lauscue. Good enough. 

The CHarrman. Mr. Morse, I know this will be a rough estimate, 
but in this case if the United States Lines put in $47 million and 
there is $25 million defense features, which naturally are just there, 
there is approximately 52 or 53 million dollars left. Over the life 
of the ship how much do you think the Government would get back 
of that $52 million? 

Mr. Morse. Do you mean in taxes? 

The CuatrmaNn. In dollars and cents. Let’s leave out taxes. 

Mr. Morse. We wouldn’t get back any of it from United States 
Lines unless the ship was used in the domestic trade. 

The CuarrMan. But as far as taxes are concerned, do you have any 
estimate on that? Didn’t we have some figures at one time? 

Mr. Morse. As I recall, this problem is too complicated for me to 
figure out. 

The Cuarrman. I think we tried it. 

Mr. Morse. There is recapture involved and taxes involved. As I 
recall, the Steamship United States is making in the neighborhood of 
2 to 21% million dollars after taxes, which means that they pay an 
equivalent amount, substantially, in taxes. 

The Cuarrman. But it would be a very substantial amount; that 
is a fair statement, isn’t it, over a 20-year life? 

Mr. Morse. It would be if you disregard the fact that we also pay 
them a substantial amount of operating subsidy. 

The Cuairman. Dividing it all up and subtracting. 

Mr. Morse. We never get a hundred cents back on the dollar. But 
I think we get our money’s worth. 

The CuHarrMan. Those are hard figures to arrive at. 

I don’t have any further questions. 

Is Mr. Rothschild in town ? 

Mr. Morse. He is in Europe. 
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The Cuamman. I was hoping he would come and testify because 
there had been so informal suggestions made to me—I don’t know 
whether they had been made to Senator Butler or not—at least as 
long as a year ago, by the Department of Commerce, that about the 
only way we could-do this, with the two superliners, because of the 
inherent nature of the ships and the speed problem, would be through 
a separate bill. 

r. Morss. I think it is unrealistic to ask these operators to build 
these ships and get a low return, 1, 2, or 3 percent. 

The Cuatrman. I want to say for the record that I would not have 
thought of this bill if the suggestion had not been made to me that 
this looked like the only way we could get it done. 

Mr. Morse. I think I recall the discussions with you that special 
legislation would be required. 

r. Butter. There had been such discussions. 

The CuHarmman. Yes, with you also. So I am a little confused 
about their position now. But after being around here all the years 
that I have, that is not unusual. 

Senator Burier. I want to ask one question for clarification, and 
not for the purpose of opening up the discussion. 

Did I understand you to say that when APL first came to you 
they wanted to build a ship of lesser speed, and you waved them off 
— gaid, “Don’t talk to me until you can come back with a 26-knot 
ship” ? 

Mr. Morse. They wanted to say that the commercial speed was 
23 knots, but we would like to build a 26-knot ship. 

Senator Butter. That clarifies what I had in mind. 

Mr. Morse. We said we won’t go along with that. 

Senator Lauscne. Senator Magnuson, just as he looks upon the 
Department of Commerce now, I, when I was governor, looked upon 
the legislature. [ Laughter. | 

The Cramm.n. It is getting a little confusing. 

‘ ya there are some other witnesses? I don’t have any others 
isted. 

Mr. Mason. I don’t propose to be a witness, but I would like to 
note: I am John Mason, of Donoghue & Ragan, Wyatt Building, 
Washington, D. C., and represent Hawaiian Textron. 

I would like the record to show that we are in attendance and 
would be glad to supply any further information. 

; ie CrarrMan. Your telegram has been made a part of the record 
in full. 

Senator Burier. If there are no further witnesses, the subcom- 
mittee will stand in recess. 

(Thereupon, at 3:35 p. m., the subcommittee was adjourned.) 

(Subsequently, at the open hearing before the Senate Interstate 
and Foreign Commerce Committee on May 14, on the nomination of 
Mr. Thomas E. Stakem, Jr. for membership on the Federal Mari- 
time Board, the following colloquy, at the request of Senator Lausche, 
was ordered to be included in the S. 3519 (H. R. 11451) hearings 
record by Senator Magnuson, committee chairman :) 

The CHARMAN. The Senator from Ohio has a question, Mr. Stakem. 

Senator LauscHe. Were you here yesterday while we were conducting hear- 


ings on H. R. 11451? 
Mr. Staxem. Yes, Senator. 
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Senator Lauscue. You heard the opinion expressed by Mr. Morse concern- 
ing his judgment about these superliners that were under discussion? 

Mr. STaKEM. Yes, I did, Senator. 

Senator Lauscue. Did the Board take any official action on that subject? 

Mr. Straxem. Mr. Morse prefaced his personal opinion with the statement 
that he was speaking for both himself and for me. We are in agreement on 
the matter of these bills pending. We think it is absolutely necessary to the 
national: defense, for the economy of the country, and for the prestige of the 
country, that these two fine new superliners be built. We see problems in con- 
nection with the building, under the terms of the 1936 act. We think that in 
all probability they would not be built except for special legislation. 

Senator Lauscue. What is the position of the third member of the Board? 

Mr. Sraxkem. He is in Japan at the present time. I think that he supports 
the idea, generally, that special legislation is necessary. We have all recognized 
the problem of trying to do it under the terms of the present act. 

Senator LauscuHe. It was suggested, yesterday, that the existing law places in 
the members of this Board the responsibility of planning and advising concern- 
ing the development of adequate oceanic service by the United States. Is that 
correct? 

Mr. Sraxem. That is correct, Senator. We have two main functions on the 
Board. On is the regulatory function, in which we operate as an independent 
agency, responsible to the Congress. And we also have the function of applying 
the contract rules with the lines on the matter of subsidy. One of the major 
problems that we have had down at the Board in the 2 years I have been there 
is to execute contracts with the steamship companies which spell out in no 
uncertain terms the ship replacement obligations of each company over the next 
15 to 20 years. 

Senator Lauscue. I did not study the statute, but does it declare that your 
Board is to fix the policy concerning congressional action, on the quantity of 
subsidies that shall be given? 

Mr. Srakem. In that area, Senator, the board is subject, by law—under Reor- 
ganization Plan 21, of 1950—to follow the policy direction of the Secretary of 
Commerce. 

Senator Lauscue. That is, you are to follow the policy direction of the Sec- 
retary of Commerce under law? 

Mr. StakeM. Under the matters of the subsidy contracts; yes. 

Senator LauscHe. And the Secretary of Commerce opposes this bill in its 
present form that we discussed yesterday; is that correct? 

Mr. StakeM. I don’t think that—yes; I think the position of Commerce is at 
the present time in opposition to the special legislation. 

Senator LauscHE. Now then, did your Board officially take action concerning 
the policy that ought to be followed in amending the present maritime law to 
give special subsidy with regard to these two proposed ships? 

Mr. StakeM. No official action. 

Senator Lauscue. So that if the Secretary of Commerce and the administra- 
tion is to determine policy which you are to follow, in the expression of your in- 
dividual opinions that the subsidy should be enlarged, you are not following the 
statute? 

Mr. StaKeM. We have expressed our position to the Secretary of Commerce, 
and to the Bureau of the Budget. When the final position of the administration 
is known, the Board will naturally follow it. 

Senator LAUSCHE. Well, that is not the word that was left here yesterday. 
When the final position of the Secretary of Commerce is known, the Board will 
follow it? ‘ 

Mr. STAKEM. That is right. 

Mr. Morse. May I comment on that? 

The CHAIRMAN. Yes. 

Mr. CLARENCE G. Morse. Reorganization Plan 21 of 1950 has the phrase “the 
promotional activities of the Board shall be guided by policy direction from the 
Secretary of Commerce.” 

Now it is our interpretation, legal interpretation, at Commerce that we re- 
ceive policy guidance in these matters from the Secretary of Commerce, but 
we are not bound to follow that guidance. 

Senator Lauscne. That is, you shall be guided in policy by the Department 
of Commerce. Is that in substance the wording? 

Mr. Morse. Yes, sir, in Reorganization Plan No. 21. That is right. 

Senator LAuscHE. Now then, let me explore this further. That is, you say 
when the final policy of the Secretary of Commerce is determined—which seems 
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to me to be quite contrary to what was testified yesterday by Mr. Morse, be- 
eause he said the Secretary of Commerce and the Administration is against 
H. R. 11451. Now you say when the policy is determined, you will conform to 
that policy? 

Mr. Sraxem. I think, Senator, if I can clear it up this way: I don’t think 
that a final administration position has been taken. I think that both views, 
the one expressed as Mr. Morse put it yesterday, as the views of the Under 
Secretary of Commerce for Transportation, and the views of the lines have 
been presented, and the views of the Board have been presented to officials above 
the Board. 

Senator Lauscue. Mr. Morse testified yesterday he was speaking for the 
administration and for the Secretary of Commerce, and that both, that the 
administration and the Secretary of Commerce, were against H. R. 11451. Am 
I correct in that? 

Mr. Morse. You are correct in that. 

Mr. STakeM. Well, Senator, I think that that is the position of the Department 
of Commerce as of yesterday, but I think it is being reviewed and I think the 
views of the House and the vote that they gave to the bill, the views of the 
Board, who has the responsibility to follow this on a day-by-day basis, and the 
views of the Department of Commerce, and the views of the Bureau of the 
Budget, will finally get a position. 

Senator Lauscue. Then am I to understand that the final views have not yet 
been formulated by any of these agencies that you have just described? 

Mr. StaKkeM. I would say, Senator, that the views of the Department of 
Commerce, as of today, are in opposition to the bill as presently before this 
committee. 

Senator LauscHe. And you are anticipating that they might change? 

Mr. Srakem. I have not been in the conferences in which this has been con- 
sidered, but I do know that the matter is under review. 

Senator LAuscHeE. Well, then, if you were in my place, you would have to say 
that it is still in a fluid state, as far as final judgment is concerned, by the 
administration? 

Mr. Straxem. I think the Department of Commerce has stated their position, 
but in my mind—and I can only tell you what I feel—the administration posi- 
tion, the top administration position, is not yet completely final. That is what 
I believe, although I ha‘ve not participated in any conferences beyond the Federal 
Maritime Board. 

Senator LauscHe. Maybe this is not an appropriate question, but if you were 
in my place, in determining what should be done on this bill, do you think that 
I ought to listen to you and Mr. Morse, who have expressed an unofficial opinion, 
or should I follow the judgment of the administration? 

Mr. StakeM. Well, Senator, I think you have to weigh both sides and come 
up with your judgment on it. 

Senator LauscHe. Do you still adhere to your position that under the law you 
must follow the policy set down by the administration and the Secretary of 
Conepenen, or do you change your position in the face of what Mr. Morse has 
said? 

Mr. STaKeM. I will say this, that when the final policy position of the De- 
partment of Commerce in these areas in which Reorganization Plan 21 gives 
them a voice is known, the Board has not yet—at least in my term of office— 
gone beyond that. 

Senator LauscHe. Then the opinions which you have expressed concerning 
these superliners are not final, but are dependent on the ultimate judgment of 
the Department of Commerce? 

Mr. Straxem. That is right. 

Senator LauscHe. Then from the standpoint of the testimony that was adduced 
in yesterday’s hearing, it should be understood that these are unofficial opinions, 
by you and Mr. Morse, and are not final and will not be final until the Secretary 
of Commerce has made his final declaration. 

Mr. STaKem. I think that is a fair statement. The statement which Mr. Morse 
made and which I am making now are our personal views on the matter before 
you. 
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The CHAIRMAN. I think, of course, Congress has a little to say about these 
matters, and we often pass legislation that somebody down in the administration, 
regardless of party, doesn’t agree with. And I think we, if we were to be guided 
all the time by what the Secretary of the Department says, excepting only using 
it for guidance, we might as well abolish Congress and let them run the show. 

Senator LauscHe. The point I am trying to make is that the record as it 
stood yesterday indicated that officially the Maritime Commission has approved 
these ships. Well, the statements this morning disclose emphatically that is 
not so. All I want to do is see that the record contains the truth. 

The CHAIRMAN. I might say, off the record 

(Discussion off the record.) 

The CHAIRMAN. On the record. I want to say for the record here that I just 
had the staff check on this. Senator Lausche, the committee has not yet re- 
ceived the official written report of the Secretary of Commerce on the superliner 
bill, although we asked for it. 

Senator LauscHeE. But I had every reason to assume yesterday Mr. Morse was 
here to give the views of the Secretary of Commerce. He so stated. 

The CHAIRMAN. As a matter of fact, the chairman was probably a little bit 
premature in calling Mr. Morse yesterday, because he knew, and the Board 
knew, and I knew the night before and early in the morning, that this matter was 
still under discussion, and that it was quite difficult to be able to come up and 
make a report such as we have asked for, a written report. But it was a matter 
that we were into, and Mr. Morse kindly consented to come up and I think he 
gave very good testimony; the best he could under the circumstances. 

Mr. StaKEM. I agree with that. 

Mr. CLARENCE G. Morse. May I say something, Mr. Chairman? 

The CHAIRMAN. Yes. 

Mr. Morse. I want to go back on this question raised by Senator Lausche. I 
think there should be no misunderstanding. I was speaking for the Secretary 
of Commerce and that was and is the position of the Secretary of Commerce in 
respect of the two ships. 

I think we should not speculate whether the position will be changed. If it 
is changed, it will be done on an official basis and not on a speculation. 

The CHAIRMAN. That is what he said as of yesterday morning and I have 
some letters that say the opposite, but that is all right. That is not your problem ; 
that is the problem of Congress to make a decision. 

Senator LauscHe. May I state that I do not expect that persons occupying 
positions such as yours, are to completely erase from their own mind their inde- 
pendent thinking without giving expression to it. 

Mr. Morse. That is correct, nor does the Secretery of Commerce. That is 
why I was free, yesterday, to say what my view, as a member of the Board, was, 
which was fully in support of the special legislation. 

The CHAIRMAN. We thank you for that testimony. 

Mr. Morse. Let me say one more thing, on Mr. Stakem’s comment that he 
feels bound by the policy determinations of the Secretary of Commerce. I per- 
sonally do not feel bound by the policy determinations, because Reorganization 
Plan No. 21 itself says, in section 106, “In administering all other functions 
transferred to them by the provisions of this reorganization plan, the Board 
and the Chairman shall be guided by the general policies of the Secretary of 
Commerce with respect to such functions.” 

And I don’t think Mr. Weeks himself feels that we are bound to accept his 
determination, but we are certainly guided by those determinations. 

The CHAIRMAN. And as a matter of fact, if Mr. Rothschild had been in town, 
we would have asked him to testify rather than you, as Chairman of the Board, 
as he did in the House. But he didn’t happen to be in town. 


(Subsequently, also, request was made by Deputy Maritime Ad- 
ministrator Walter C. Ford, and granted, that the following letter 
from Mr. Morse, Maritime Board Chaiman, with enclosed copy of 
letter dated April 28, 1958, to the Honorable Sinclair Weeks, Secre- 
tary of Commerce, from Donald A. Quarles, Deputy Secretary of 
Defense, supporting the testimony of Vice Adm. Ralph E. Wilson, 
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United States Navy, in respect to the urgent need for early con- 
struction of the two superlines proposed in S. 3519 (H. R. 11451), 
be included in the hearing record on the bills:) 


DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
Washington, D. C., May 15, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Comerce, 
United States Senate, Washington, D. C. 


Deak Senator Macnuson: I testified on May 13, 1958, on H. R. 11451 and 
S. 3519, to authorize construction and sale by the United States of two super- 
liners. 

Although Vice Adm. Ralph E. Wilson, USN, fully stated the Department of 
Defense position in his testimony on the above legislation, I would also like 
to include in the record the enclosed letter addressed to the Secretary of Com- 
merce, expressing the views of the Department of Defense concerning large, 
modern, high-speed passenger ships. 

Sincerely yours, 
WALTER C. Forp 
(For Clarence G. Morse, Maritime Administrator ). 


THE SECRETARY OF DEFENSE, 
Washington, April 28, 1958. 
Hon. SINcLAIR WEEKS, 
Secretary of Commerce, 
Washington, D.C. 

My Dear Mr. Secretary: In reply to your letter of April 24, 1958, I wish 
to assure you that I concur in the testimony presented by Vice Adm. Ralph 
E. Wilson, USN, on behalf of the Department of Defense, before the House 
Committee on Merchant Marine and Fisheries in regard to the urgent need for 
the early construction of modern, high-speed passenger vessels. 

The passenger-type ships that now comprise America’s trooplift potential 
range in age from 5 to 30 years. These ships average 15 years in age and 17 
knots in speed. Only 12 of them are capable of speeds of 20 knots or more and, 
of these, only 6 possess the requisite degree of protective features, which are 
of extreme importance in minimizing the hazards of moving troops by sea. 

A minimum sustained speed of at least 20 knots is required for independent 
movements through areas in which modern submarines may be operating. At 
this minimum speed a considerable risk still exists, which is significantly and 
progressively reduced as sustained speeds in excess of 25 knots are attained. 

Today we are faced with a grave submarine menace. The need for more high- 
speed passenger ships capable of immediate conversion to troopships increases 
in urgency with advances in submarine technology and the size of the enemy 
threat. 

It is also important that new passenger ships be commercially successful. To 
be of immediate use to the Department of Defense in an emergency the ships 
must be operating commercially at the time they are first needed. 

I feel that our emergency needs for more large, modern, high-speed passenger 
ships are sufficiently urgent to warrant proceeding with their construction now 
under the sponsorship of your Department. 

Sincerely yours, 
Donatp A. QUARLES, Deputy. 


THE SECRETARY OF COMMERCE, 
Washington, D. C., May 28, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


Dear Mr. CHarrMAN: This letter is in reply to your recent request for the 
views of this Department with respect to H. R. 11451 and S. 3519, bills to au- 
thorize the construction and sale by the Federal Maritime Board of a superliner 
passenger vessel equivalent to the steamship United States, and a superliner 
passenger vessel for operation in the Pacific Ocean, and for other purposes. 
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The bills declare the necessity for the construction of a superliner passenger 
vessel equivalent to the steamship United States to replace the steamship America, 
which will be 20 years old by 1960, for operation on an essential trade route in 
the North Atlantic and a superliner vessel for operation on an essential trade 
route in the Pacific Ocean. They authorize the appropriation to the Department 
of Commerce of the necessary sums for the construction of such superliner 
passenger vessels. They also authorize the Federal Maritime Board to enter 
into a contract for the sale of the Atlantic superliner upon completion to the 
United States Lines Co., the present owner and operator of the steamship United 
States and the steamship America, for a price of $47 million, subject to certain 
increases for changes allowed. They authorize the Board to enter into a contract 
for the sale of the Pacific superliner to the American President Lines, Ltd., for a 
price of $34 million, subject to certain increases for changes allowed. Payment 
of the purchase price in each case shall be as provided in the 1936 act (25 percent 
down and payment of the balance within a 20-year period). 

A number of cogent reasons have been advanced for and against the passage 
of these bills in their present form. Decision to support or oppose the bills 
must rest on a careful evaluation and weighing of the reasons. 

The principal reasons advanced for enactment of the bills are as follows: 

(1) National defense considerations justify the special benefits provided in 
the bills for the construction of the two superliner passenger vessels. 

(2) The steamship companies which would purchase the two ships and operate 
them on essential trade routes of the United States would not be financially 
able to undertake their construction unless the special financial considerations 
provided by the bills are made available. 

(3) The stringent recapture provisions of the bills would preclude any possi- 
bility of abnormal profits from the operations of these vessels accruing to the 
operators. 

The principal reasons cited in opposition include the following: 

(1) Satisfactory progress is being made by the Department of Commerce in 
negotiations for the construction under the Merchant Marine Act of 1936 of the 
superliner proposed for operation in the Pacific Ocean. In the case of the super- 
liner proposed as replacement for the America, further negotiation under pro- 
visions of that act should result in equally satisfactory progress. This applies 
to considerations of subsidy as well as national defense features. 

(2) Enactment of the bills would set a precedent for the establishment of con- 
struction subsidy on a basis other than parity with competing foreign vessel opera- 
tors as provided in the 1936 act. The basic principle upon which the 1936 act rests, 
therefore, would be violated. 

(3) Government financing of these two vessels as proposed in the bills would 
create a budgetary requirement beyond the limitation deemed advisable by the 
President at a time when private financing should be available at reasonable rates. 

In weighing the respective merits of these arguments pro and con in regard to 
the bills, the Department leans toward the latter. 

The Department of Commerce is in accord with the objectives of the legislation 
and believes that the construction of such superliner passenger vessels with the 
contemplated characteristics and features would be desirable. However, it be- 
lieves they should be constructed under the provisions of the Merchant Marine 
Act of 1936, as amended, and in accord with the policy of the administration to 
rely on private financing of ship mortgages. 

As indicated previously, the Department recognizes the sharp differences of 
opinion that exist in regard to the provisions of the bills. Therefore, full consid- 
eration of the issues is necessary to determine whether the steamship companies 
would be able to build these vessels under the Merchant Marine Act of 1936 and, if 
not, whether the departures from the clearly defined principles of existing mari- 
time statutes and administration financing policies are warranted by the urgency 
and national requirements for these two superliners. 

We have been advised by the Bureau of the Budget that it would interpose 
no objection to the submission of this report to your committee. 

Sincerely yours, 
* SINCLAIR WEEKS, 
Secretary of Commerce. 
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( By direction of Senator Magnuson, committee chairman, the follow- 
ing two charts, representing the General Accounting Office’s review of 
estimates submitted by the United States Lines Co. and the American 
President Lines, Lid., on the operation of the proposed superliners were 
ordered included in the hearing record :) 


Exuisir I.—Projected annual operating results of steamship “United States” 
and new passenger vessel costing $47,000,000 submitted by United States Lines 
Co. as adjusted by the General Accounting Office 





Average (534 years) 
























































United States | New vessel Together 
GG E12 DS. cldardakbometéiadbsbbekcotdeacdhhuhid $19, 610,818 | $19. 610, 818 $39, 221, 636 
VOID CIOS. «5 ri Bie ok 0S iin bp sa re wis ec ke 18, 728, 740 18, 728, 740 37, 457, 480 
882, 078 882, 078 1, 764, 156 
: rating-differential subsidy - - - --- die. SERIE ILL. -.| 16,333, 260 1 6, 333, 260 1 12, 666, 520 
Allocation, various income items...................----..--..- 2 448, 258 4, 448, 258 896, 516 

Total income--._.....---- see ny he! RA by rfl hal pe 7, 663, 506 7, 663, 596 15, 327, 192 
UL a 39,189 39,189] 78,378 
Genmnal administrative expense - - irnidhenbeg-o kala oeenmee 2 1, 663, 772 1, 663, 772 3, 327, 544 
Advertising. -.............-- hickeptbnienge toaeearetrete 506, 741 506, 741 1, 013, 482 
Interest at 3}4 percent per annum__.----.-...-.-.--...------- 666, 235 1, 093, 551 1, 759, 786 
NIN siiadias, a dniddes tage -dntsledicm ~ ben on nad 44r9ent oar We git 1, 614, 714 2, 193, 750 3, 808, 464 
Allocation, Worse Gxpetins COUN. ©... kc... <.5-d-.-.....-. sibs 2 337, 201 337, 201 674, 402 

Total expenee: 2-35) iii sk ask wabticc. _..| 4,827, 852 5, 834, 204 _10, 662, 056 
a a | 2,835, 744| 1,820,302} 4, 556, 136 

OI We sik os ok ek as ch Sk ek Ls Duds- wa} 1,474, 687. | 951, 284 | 2, 425, 871 
Subsidy recapture....... .-.:.--..+.--+s--- sada omc sine acaba anata Rtnaen telah in inet | - 

Peewee .tesct cee sab. rathesress ld 1, 361, 157 878, 108 2, 239, 265 
Oodhat Veen. 55... Wei ised. uh eaeiin Jee 34, 967, 520 47, 000, 000 | 81, 967, 520 
Percent net profit to cost SAYRE M280 DLE 3. 89 1.87 | 278 
Capital necessarily employed (ON E).. Pectee lhc hce ties ...-.} $13, 152,000 | $12, 100, 000 $25, 252, 000 
Percent net profit to CNE._.--~.........---.-.-.-- bili. Getdick 10, 35 7,26 | 8, 87 








1 Subject to adjustment on determination of final subsidy rates. 
2 Allocated on a projected voyage revenue basis. 


Note: The above statement does not include interest during construction as part of capital necessarily 
employed or an annual charge for the amortization thereof. The United States Lines estimated total in- 
terest during construction at $1,500,000 with Government financing. On this estimate the average annual 
amortization over a 20-year period would be $75,000. 
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EXHIbIT II.—Summary statement of projected annual net results for replacement 
of steamship “America” and proposed superliner for American President Lines, 
Ltd., computed on various bases 





Replacement of Steamship America: 
Cost of vessel to company -_------ 


Public (3% Private (5 Public (344 Private (5 
PO ccncasendnasdasastevadaies percent) percent)? | percent) percent) ? 


Yearly average, 20 years 


Profit before depreciation and mortgage 

terest $5, 116, 693 $5, 116,693 | $5, 116, 693 
Depreciation 2, 193, 750 2, 193, 750 | = 750 
Interest 647, 719 925, 313 771, 750 


Net profit before taxes 2, 275, 224 1, 997, 630 1, 701, 193 
Taxes (52 percent) 1, 183, 116 | 1, 038, 768 


Net profit 1, 092, 108 | , 816, 573 
Estimated capital necessarily employed 
(CNE) ‘1, 100, 000 12, 100, 000 | __ 14,325, 000 


Percent net profit to CNE_....-........--- as a 7. 92 | 5.70 
I 











Prego superliner for American President 
Lines, Ltd.: 
Cost of vessel to company 000, | $41,610,000 


Public (3% | Private (54% | Public (3% | Private (78 
percent) percent) ? percent) percent) ? 


interest $3, 533, 200 $3, 533,200 | $3, 533, 200 
BE penne vikenabedanataata 1, 605, 000 1, 605, 000 1, 989, 250 
ened be titntesine-eininpninemcedincieabciaee: 468, 563 736, 313 573, 438 
Net fit before taxes__....- pte ikiatiann Sosa 1, 459, 637 1, 191, 887 970, 512 
Taxes (52 percent) 759, 011 619, 781 504, 666 
Net profit 700, 626 572, 106 465, 846 
Estimated capital wenunntaed — 
Ger iictenedeuadancskes< aos 8, 750, 000 8, 750, 000 10, 652, 500 10, 652, 500 





Percent net profit to CNE 8.01 6. 54 4. 37 2.90 


1 Established cost of 30.7-knot ship under the 1936 act as suggested by Department of Commerce. 
2 Rates estimated by United States Lines Co. and American President Lines, Ltd. 


Note: The above statements do not include annual amortization of interest during construction and 
other finance costs incident to private financing. 


x 





